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For  the  Two  Fiscal  Years  Ended  June  30,  1997 


Department  of  Administration 

This  report  contains  33  recommendations  to  the  department.  Suggestions 
for  improvements  in  department  operations  include: 

►•     Group  benefits  program  monitoring  and  management  of  contracts, 
deferred  compensation  plan  management  and  contracts,  and  the  group 
insurance  plan's  claims  liability. 

►•     Internal  Service  Funds  rates  that  are  not  commensurate  with  costs. 

►•     Architecture  and  engineering  construction  contract  laws. 

»■     Proper  recording  of  financial  information  for  capital  projects,  flexible 
spending  plans,  and  surplus  property. 

*■     Property  and  Supply  Bureau  inventory  procedures  and  compliance  with 
travel  laws  and  policies. 

►■     Federal  compliance  relating  to  accuracy  of  federal  assistance 
information  and  cash  management  interest  calculations. 
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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Legislative  Audit  Division  to  determine  if  an 
agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  presented  fairly, 
and  the  agency  has  complied  with  applicable  laws  and  regulations.  In  performing  the  audit 
work,  the  audit  staff  uses  standards  set  forth  by  the  American  Institute  of  Certified  Public 
Accountants  and  the  United  States  General  Accounting  Office.  Financial -compliance  audit  staff 
members  hold  degrees  with  an  emphasis  in  accounting.  Most  staff  members  hold  Certified 
Public  Accountant  (CPA)  certificates. 

Government  Auditing  Standards,  the  Single  Audit  Act  of  1984  and  0MB  Circular  A-128  require 
the  auditor  to  issue  certain  financial,  internal  control,  and  compliance  reports.  This  individual 
agency  audit  report  is  not  intended  to  comply  with  these  reporting  requirements  and  is  therefore 
not  intended  for  distribution  to  federal  grantor  agencies.  TTie  Legislative  Audit  Division  issues 
a  statewide  biennial  Single  Audit  Report  which  complies  with  the  above  reporting  requirements. 
The  Single  Audit  Report  for  the  two  fiscal  years  ended  June  30,  1997  has  been  issued.  Copies 
of  the  Single  Audit  Report  can  be  obtained  by  contacting: 

Single  Audit  Coordinator  Legislative  Audit  Division 

Office  of  Budget  and  Program  Planning  Room  135,  State  Capitol 

State  Capitol  PO  Box  20 1 705 

Helena  MT  59620  Helena  MT  59620-1705 
Phone  (406)  444-3616 


MEMBERS  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 

Senator  Linda  Nelson, 

Chair 

Representative  Bruce  Simon,  Vice  Chair 

Senator  Sue  Bartlett 

Representative  Beverly  Barnhart 

Senator  Reiny  Jabs 
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Senator  Tom  Keating 

Representative  A.  R.  "Toni"  Hagener 
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March  1998 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Administration  for 
fiscal  years  1995-96  and  1996-97.  This  report  contains  33  recommendations  related  to 
the  Group  Benefits  Program  administration,  Internal  Service  Fund  rate  setting  process, 
compliance  with  state  architecture  and  engineering  laws,  and  recording  financial 
information. 

This  report  also  includes  our  independent  auditor's  report  on  the  financial  schedules  of 
the  Montana  Vocational  Education  Council  which  was  not  recertified  by  the  federal 
government  after  June  30,  1996.  The  federal  government  terminated  funding  of  the 
Carl  D.  Perkins  Vocational  and  Applied  Technology  Education  Act  for  direct  funding  of 
state  councils  after  September  30,  1996. 

The  department's  written  response  to  the  audit  recommendations  is  included  in  the  back 
of  the  audit  report.  We  thank  the  director  and  her  staff  for  their  cooperation  and 
assistance  throughout  the  audit. 

Respectfully  submitted. 


Scott  A.  Seacat 
Legislative  Auditor 


Room  135,  State  Capitol  Building  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3 1 22     FAX  (406)  444-9784     E-Mai  1  lad@mt.gov 
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Members  of  the  audit  staff  involved  in  this  audit  were  Pearl  M.  Allen, 
Laurie  Barrett,  Jeane  Carstensen-Garrett,  Wayne  Guazzo,  John  Fine,  Scott 
Hoversland,  Vickie  Murphy,  Lorry  Parriman,  Charles  Nemec,  Emlyn 
Neuman-Javomik,  and  Jenny  Solem. 
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Report  Summary 


Department  of 
Administration 


This  repon  contains  the  results  of  our  financial -compliance  audit  of 
the  Department  of  Administration  (department)  for  the  two  fiscal 
years  ended  June  30,  1997.  The  previous  audit  report  contained  one 
recommendation  to  the  department.  The  department  implemented 
the  reconmiendation. 


This  report  contains  33  recommendations  directed  to  the  department. 
Ten  recommendations  relate  to  the  monitoring  and  management  of 
the  Group  Benefits  Program.  Six  recommendations  relate  to  the 
calculation  of  fees  commensurate  with  costs  for  the  Internal  Service 
Funds.  Other  reconmiendations  in  the  report  include  issues  on  state 
and  federal  compliance  and  proper  recording  of  financial  activity  on 
the  state's  accounting  records. 

We  issued  a  qualified  opinion  on  the  financial  schedules  presented  in 
this  report.  This  means  the  reader  should  use  caution  when  relying 
on  the  presented  financial  information  and  the  supporting  detailed 
information  on  the  statewide  budgeting  and  accounting  system. 

The  department  concurred  with  the  recommendations  in  this  report. 
The  department's  written  response  to  the  audit  begins  on  page  C-3. 

The  listing  below  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  department: 

A.  Establish  procedures  to  monitor  contractors  to  ensure 
proper  administration  and  control  of  the  prescription 
drug  program. 

Department  Response:  Concur.  See  page  C-3. 

B.  Establish  procedures  to  ensure  reports  provided  by 
contractors  are  accurate. 

Department  Response:  Concur.  See  page  C-3. 
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Recommendation  #2 


Recommendation  ffi 


Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


Recommendation  §1 


C.     Review  group  benefit  contracts  to  ensure  financial 
activity  is  properly  recorded  on  the  state's  accounting 
records 8 

Department  Response:  Concur.  See  page  C-3. 

We  recommend  the  department  document  the  increased 

benefit  to  the  state  when  participating  in  group  health 

purchases  to  demonstrate  compliance  with  state  law 10 

Department  Response:  Concur.  See  page  C-4. 

We  recommend  the  department  establish  procedures 

to  ensure  all  divisions  identify  and  report  relationships 

that  may  need  to  be  disclosed  in  the  accounting  records 

and  financial  statements 11 

Department  Response:  Concur.  See  page  C-4. 

We  recommend  the  department  ensure  contracts  for  the 

deferred  compensation  plan  are  signed  in  a  timely  manner.   ...      12 

Department  Response:  Concur.  See  page  C-4. 

We  recommend  the  department  ensure  financial  activity 
of  the  deferred  compensation  plan  is  properly  and  fully 
disclosed  on  the  state's  accounting  records 14 

Department  Response:  Concur.  See  page  C-4. 

We  recommend  the  department  monitor  contractors  to 
ensure  proper  administration  and  control  of  the  deferred 
compensation  plan 15 

Department  Response:  Concur.  See  page  C-5. 

We  recommend  the  department  properly  allocate  the 

cost  of  administering  the  deferred  compensation  plan 15 

Department  Response:  Concur.  See  page  C-5. 
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We  recommend  the  department  periodically  update 
the  support  for  its  estimated  claims  liability  for  the 
group  insurance  plan  based  on  current  data 16 

Department  Response:  Concur.  See  page  C-5. 

We  recommend  the  department  calculate  and  pay  the 

genetics  program  fee  as  required  by  state  law 17 

Department  Response:  Concur.  See  page  C-5. 

We  reconmiend  the  department  establish  procedures  to 

monitor  changes  in  the  group  benefit  program  and  adjust 

staffing  needs  as  necessary 18 

Department  Response:  Concur.  See  page  C-6. 

We  reconmiend  the  department  determine  the  portion  of 
management  support  and  director's  office  expenditures 
allocable  to  internal  service  funds  and  develop  a  reason- 
able method  of  allocating  these  costs  to  the  fiinds 21 

Department  Response:  Concur.  See  page  C-6. 

We  recommend  the  department  include  personal  service 
costs  when  determining  rates  for  its  fuel  and  natural  gas 
programs 22 

Department  Response:  Concur.  See  page  C-6. 

We  recommend  the  department: 

A.  Include  depreciation  expense  rather  than  equipment 
expenditures  in  calculation  of  rates  for  rent  and 
maintenance  and  mail  and  messenger  internal 
service  funds. 

Department  Response:  Concur.  See  page  C-6. 

B.  Calculate  the  current  cost  of  warehouse  space 
using  updated  information. 

Department  Response:  Concur.  See  page  C-7. 


Recommendation  #8 


Recommendation  #9 


Recommendation  #10 


Recommendation  #11 


Recommendation  #12 


Recommendation  #13 
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C.     Determine  the  cost  of  providing  "deadhead"  mail 
service  using  actual  and  current  cost  information. 


25 


Recommendation  ^14 


Department  Response:  Concur.  See  page  C-7. 

We  recommend  the  department  continue  to  calculate 
rates  to  ensure  charges  for  warrant  writing  services  are 
commensurate  with  costs 


25 


Recommendation  #15 


Department  Response:  Concur.  See  page  C-7. 
We  recommend  the  department: 

A.  Continue  to  monitor  operating  activity  and  adjust 
rates  accordingly  in  the  next  rate  setting  process 
to  ensure  rates  are  commensurate  with  costs  for 
central  data  processing. 

Department  Response:  Concur.  See  page  C-7. 

B.  Ensure  the  911  and  Public  Safety  Radio  Programs 
are  not  subsidized  through  charges  for  central  data 
processing  services. 

Department  Response:  Concur.  See  page  C-7. 

C.  Uniformly  apply  rates  and  collection  procedures  to 
all  client  entities  to  ensure  equity 
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Recommendation  #16 


Department  Response:  Concur.  See  page  C-8. 

We  recommend  the  department  monitor  the  operating 
results  of  its  internal  service  funds  and  adjust  rates 
accordingly  in  the  next  rate  setting  process  for  bad  debt, 
data  processing  unit,  and  intergovernmental  training 
internal  service  funds 


33 


Recommendation  #17 


Department  Response:  Concur.  See  page  C-8. 

We  recommend  the  department  implement  procedures 
to  ensure  all  construction  contracts  include  all  require- 
ments of  state  law 


35 


Department  Response:  Concur.  See  page  C-8. 
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We  recommend  the  department  implement  procedures 
to  ensure  compliance  with  state  law  related  to  employees' 
pecuniary  interest  in  state  construction  contracts 36 

Department  Response:  Concur.  See  page  C-8. 

We  recommend  the  department: 

A.  Establish  controls  to  ensure  travel  expense  vouchers 
are  properly  completed,  approved,  and  expenses  paid 
in  accordance  with  state  laws  and  policies. 

Department  Response:  Concur.  See  page  C-9. 

B.  Provide  training  to  staff  regarding  state  travel 

laws  and  policies 38 

Department  Response:  Concur.  See  page  C-9. 

We  recoimnend  the  department  review  and  revise 

its  inventory  accounting  procedures  to  ensure  proper 

and  consistent  accounting  for  inventory 40 

Department  Response:  Concur.  See  page  C-10. 

We  recommend  the  department  ensure  costs  allocated 

to  Propeny  and  Supply  Bureau  programs  are  allocated 

in  accordance  with  state  policy 40 

Department  Response:  Concur.  See  page  C-10. 

We  recommend  the  department: 

A.  Ensure  interest  calculations  are  proper. 
Department  Response:  Concur.  See  page  C-10. 

B.  Recalculate  the  amount  of  interest  owed  to  or  due 
from  the  federal  goverrmient  for  fiscal  years  1995-96 

and  1996-97 42 

Department  Response:  Concur.  See  page  C-10. 


Recommendation  ^18 


Recommendation  ^19 


Recommendation  #20 


Recommendation  #21 


Recommendation  #22 
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Recommendation  #23 


Recommendation  #24 


Recommendation  #25 


Recommendation  #26 


Recommendation  #27 


We  recommend  the  department: 

A.  Enter  into  a  written  agreement  with  each  agency 
that  is  supplying  federal  funds  for  a  project  that 
outlines  who  is  responsible  for  ensuring  compliance 
with  federal  requirements. 

Department  Response:  Concur.  See  page  C-Il. 

B.  Verify  whether  a  contractor  in  a  federally  funded 
project  has  been  debarred  or  suspended  prior  to 
finalizing  contracts. 

Department  Response:  Concur.  See  page  C-11. 

C.  Include  a  statement  in  federally  funded  construction 
projects  that  specifies  state  preferences  do  not  override 
federal  requirements 44 

Department  Response:  Concur.  See  page  C-11. 

We  recommend  the  department  establish  procedures  to 
ensure  all  federal  financial  assistance  is  reported  on  the 
Schedule  of  Federal  Financial  Assistance 45 

Department  Response:  Concur.  See  page  C-11. 

We  recommend  the  department  continue  working  with 

state  agencies  to  ensure  capital  building  projects  are 

recorded  in  accordance  with  state  law  and  policy 47 

Department  Response:  Concur.  See  page  C-11. 

We  recommend  the  department  work  with  the  Office 

of  the  Commissioner  of  Higher  Education  to  ensure 

consistent  classification  of  flexible  spending  plans 

on  the  state's  accounting  records 47 

Department  Response:  Concur.  See  page  C-12. 

We  recommend  the  department  determine  the  ownership 

of  surplus  property  and  record  amounts  payable  to  the 

General  Fund  or  other  funds  in  accordance  with  state 

accounting  policy 48 

Department  Response:  Concur.  See  page  C-12. 
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Recommendation  ^28 


We  recommend  the  department  record  the  vocational -tech- 
nical education  levies  in  the  General  Fund  at  the  Office  of 
the  Commissioner  of  Higher  Education  to  facilitate  monitor- 
ing of  disbursement  restrictions  in  state  law 


49 


Recommendation  ^29 


Recommendation  ^30 


Department  Response:  Concur.  See  page  C-12. 

We  recommend  the  department  establish  procedures  to 

ensure  the  banks  and  bank  account  amounts  are  properly 

recorded  on  SBAS,  and  develop  procedures  to  accurately 

account  for  custodial  accounts  to  ensure  bank  collateraliza- 

tion  is  adequate 50 

Department  Response:  Concur.  See  page  C-12. 

We  recommend  the  department  establish  procedures  to 

ensure  responsibilities  for  the  termination  of  agencies 

are  met  in  compliance  with  section  2-19-102,  MCA 51 


Recommendation  #3 1 


Department  Response:  Concur.  See  page  C-13. 

We  recommend  the  department  establish  procedures  to 
ensure  employees  are  notified  about  the  disclosure  require- 
ments under  the  state  ethics  law 
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Recommendation  #32 


Department  Response:  Concur.  See  page  C-13. 

We  recommend  the  department  develop  and  imple- 
ment documentation  standards  for  the  state  fund 
cost  allocation  plan 
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Recommendation  #33 


Department  Response:  Concur.  See  page  C-13. 

We  recommend  the  department  comply  with  state 
law  and  maintain,  either  directly  or  through  written 
delegation,  all  state  buildings  within  the  state  capitol  area. 

Department  Response:  Concur.  See  page  C-13. 
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Introduction  We  performed  a  financial-compliance  audit  of  the  Depanment  of 

Administration  (department)  for  the  two  fiscal  years  ended  June  30, 
1997.  Also  included  in  this  report  are  the  financial  schedules  of  the 
Montana  Vocational  Education  Council  for  fiscal  year  1995-96 
through  its  closing  in  fiscal  year  1996-97. 

In  1996,  the  federal  government  terminated  funding  for  State 
Councils  of  the  Carl  D.  Perkins  Vocational  and  Applied  Technology 
Education  Act.  Therefore,  the  Montana  Vocational  Education 
Council  (Council)  did  not  receive  new  funding  after  September  30, 
1996.  State  accounting  policy  provides  when  a  state  agency  closes, 
the  Department  of  Administration  will  hold  all  books  and  records 
from  the  closing  agency  open  for  the  remainder  of  the  fiscal  year. 
The  fiscal  years  1995-96  and  1996-97  financial  schedules  for  the 
Council  are  included  beginning  on  page  B-1  of  this  report. 

The  objectives  of  the  department  audit  were  to: 

1 .  Make  recommendations  for  improvement  in  the  department's 
internal  and  management  controls. 

2.  Determine  if  the  department  complied  with  applicable  laws  and 
regulations. 

3.  Determine  if  the  department's  financial  schedules  present  fairly 
the  results  of  its  operations  for  the  two  fiscal  years  ended 
June  30,  1997. 

4.  Determine  the  implementation  status  of  the  prior  audit  recom- 
mendation. 

This  report  contains  33  recommendations  to  the  department.  Other 
areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  included  in  this 
repon,  but  have  been  communicated  to  department  management.  In 
accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed 
the  costs,  if  significant,  of  implementing  the  recommendation  made 
in  this  report. 
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We  performed  procedures  to  evaluate  charges  for  services  for  costs 
incurred  in  the  department's  Internal  Service  Funds  as  required  by 
section  17-8-101(6),  MCA,  and  found  the  charges  and  fund  equity  to 
be  reasonable  for  the  operations  in  these  funds  except  for  the  issues 
outlined  begiiming  on  page  19. 


Department  Organiza- 
tion and  Functions 


The  department  consists  of  the  Director's  Office,  seven  divisions, 
and  five  administratively  attached  boards  and  agencies.  The  five 
attached  boards  and  agencies  are  the  Board  of  Examiners,  the  State 
Tax  Appeal  Board,  the  State  Compensation  Insurance  Fund,  the 
Public  Employees'  Retirement  Division  and  the  Teachers'  Retire- 
ment Division.  In  addition,  the  Office  of  Appellate  Defender 
provides  counsel  for  defendants  unable  to  employ  counsel.  The 
appellate  defender  must  be  hired  by  and  shall  serve  at  the  pleasure  of 
the  Appellate  Defender  Commission.  The  department  also  includes 
the  Capital  Finance  Advisory  Council  and  the  Capitol  Restoration 
Commission.  A  description  of  the  department's  primary  functions 
during  the  audit  period  follows. 


Director's  Office  -  supervises  and  coordinates  the  activities  of  the 
department  and  the  administratively  attached  boards  and  agencies, 
provides  the  department  legal  counsel,  monitors  general  obligation 
debt,  and  furnishes  staff  support  to  the  Board  of  Examiners. 

Accounting  and  Management  Suppon  -  operates  the  Statewide 
Budgeting  and  Accounting  System;  provides  financial  reporting 
policies  and  related  training  for  all  state  agencies;  and  publishes  the 
state's  comprehensive  annual  financial  report.  The  division  also 
provides  management  support  (accounting,  budgeting,  payroll,  data 
processing  and  personnel  management)  services  to  the  department. 

Architecture  and  Engineering  -  oversees  the  remodeling,  planning, 
design,  and  construction  of  state  buildings,  structures,  and  major 
maintenance  projects. 

General  Services  -  maintains  state  buildings  and  contracts  for  capitol 
complex  security.  The  division  also  manages  Helena  based  office 
space  for  state  agencies  other  than  the  university  system. 

Information  Services  -  provides  central  mainframe  computer  pro- 
cessing services  for  state  agencies;  shared  statewide  data  communi- 
cations network  services;  local  and  long  distance  telephone  services; 
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data  processing  planning  and  training;  computer  application 
development  and  support;  microcomputer  and  office  automation 
support  services;  radio  frequency  coordination  with  local 
government;  coordination  and  control  of  data  processing  equipment 
and  software  acquisitions;  disaster  recovery  assistance  for  critical 
data  processing  applications;  and  control  and  coordination  of  the 
statewide  91 1  program  and  the  Geographic  Information  System. 

Personnel  -  administers  the  state  classification  and  pay  plan; 
processes  the  state's  payroll;  adopts  state  personnel  policies; 
provides  state  employee  training;  administers  the  state's  equal 
employment  opportunity,  affirmative  action,  deferred  compensation, 
group  benefits,  and  incentive  awards  programs;  and  acts  on  behalf  of 
the  state  in  labor  relations  and  negotiations. 

Procurement  and  Printing  -  provides  centralized  purchasing,  print- 
ing, graphics,  and  duplicating  services  for  state  agencies,  manages 
the  state  and  federal  surplus  property  programs,  provides  mail  and 
messenger  services  for  state  agencies  in  the  Helena  area,  and 
administers  the  statewide  fueling  network. 

Risk  Management  and  Tort  Defense  -  provides  insurance  coverage 
for  state  agencies,  administers  the  self-insurance  and  risk  manage- 
ment program,  and  provides  tort  defense  for  state  agencies. 

Effective  July  1,  1995,  Chapter  325,  Laws  of  1995,  transferred  the 
warrant  writing  and  bad  debt  management  functions  from  the  State 
Auditor  to  the  Accounting  and  Management  Support  Division  of  the 
department. 

The  Teachers'  Retirement  Division  (#97-9),  the  Public  Employees' 
Retirement  Division  (#97-8),  and  the  State  Compensation  Insurance 
Fund  (#97-5),  are  covered  in  separately  issued  financial -compliance 
audits.  We  also  issue  a  separate  annual  Electronic  Data  Processing 
(EDP)  audit  report  (#97DP-02)  of  the  state's  data  processing  center, 
accounting  system  and  state  payroll  system. 
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Prior  Audit  Recommendation 


Prior  Audit  ^^  P'^'^'^  ^"'^''^  report  for  the  two  fiscal  years  ended  June  30,  1995, 

Recommendation  contained  one  recommendation  to  the  department.  The  department 

implemented  the  recommendation. 
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Group  Benefits  Program  •^^'^  '^^  authorizes  programs  to  provide  state  employees  with  group 

insurance  for  hospitalization,  health,  medical,  disability,  life  and 
other  related  benefits  in  an  efficient  manner  at  an  affordable  cost. 
The  department's  Employee  Benefits  Bureau  operates  and  maintains 
these  programs.  State  law  allows  the  department  to  negotiate  and 
administer  contracts  for  state  employee  group  benefit  plans. 

Currently  the  state  self-insures  its  health  plan.  The  plan  is  divided 
into  medical,  vision,  and  prescription  drug  plans.  The  state 
contracts  out  the  management  of  the  medical  and  prescription  drug 
programs  and  buys  insurance  for  the  vision  program.   During  fiscal 
year  1996-97  the  department  expended  $44.7  million  in  the  health 
plan  and  ended  the  year  with  a  fund  balance  of  $25  million. 

The  bureau  also  administers  a  deferred  compensation  plan,  which 
allows  employees  to  defer  income  from  taxation  by  investing  a 
portion  of  their  salary  in  a  retirement  fund.  The  administration  of 
the  investments  and  record  keeping  functions  of  this  program  have 
been  contracted  out  to  private  vendors.  Employee  investments 
reported  under  the  deferred  compensation  plan  as  of  June  30,  1997 
were  $139.1  million. 

An  additional  benefit  offered  through  the  bureau  is  the  flexible 
spending  program.  This  program  allows  employees  to  place  a 
portion  of  their  pre-tax  income  in  a  medical  or  day  care  spending 
account.  The  uses  of  these  accounts  are  limited  by  the  Internal 
Revenue  Code.  The  department  has  contracted  the  record  keeping 
portion  of  this  program  to  a  private  vendor.  During  fiscal  year 
1996-97,  $2.5  million  flowed  through  this  account. 

The  following  sections  discuss  ways  in  which  the  department  can 
improve  its  monitoring  and  management  of  the  group  benefits 
program. 
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Prescription  Drug  Benefit 
Manager 


The  department  has  a  contract  with  a  prescription  benefit  manager 
(PBM)  to  manage  its  prescription  drug  program.  Employees 
purchase  their  prescription  drugs  through  mail  order  or  at  local 
pharmacies  and  pay  their  required  share  when  the  prescription  is 
issued.  The  pharmacy  bills  the  PBM  for  the  plan's  share.  Once 
every  two  weeks,  the  PBM  submits  a  bill  to  the  department  for  the 
drugs  purchased  under  the  plan  along  with  administrative  costs. 
Prescription  drug  payments  made  by  the  department  were 
$3,067,286,  $5,610,568,  and  $6,051,724  in  fiscal  years  1994-95, 
1995-96,  and  1996-97,  respectively,  for  a  total  of  $14,729,578. 


Management  Oversight 


The  department  has  not  obtained  an  independent  control  and  claims 
processing  review  of  the  prescription  drug  benefit  manager's 
operations  (PBM).  Personnel  stated  because  the  program  was 
relatively  new,  there  was  not  enough  data  to  ensure  accurate  infor- 
mation would  be  gathered  by  a  claims  processing  review.  According 
to  department  personnel,  PBM  claims  processing  will  be  included  in 
the  next  evaluation  process.  Because  the  PBM  was  not  included  in 
the  last  evaluation  process,  the  plan  will  have  operated  three  years 
and  the  department  paid  $14,729,578  for  prescription  drugs  without 
an  analysis  or  review  of  the  internal  control  processes  of  the  PBM. 


As  part  of  the  prescription  drug  contract,  the  PBM  solicits  rebates 
from  drug  companies  for  drugs  purchased  and  paid  for  by  the  group 
benefits  plan.  The  contract  states  the  PBM  will  keep  25  percent  of 
the  rebates  to  offset  the  cost  of  collecting  the  rebates.  The  depart- 
ment receives  a  printout  each  quarter  that  summarizes  the  rebates  by 
drug  company.  The  report  itemizes  the  amount  of  rebates  for  both 
the  mail  order  and  pharmacy  drug  purchases  and  calculates  the 
75  percent  that  is  due  to  the  department  for  each  category  and  in 
total.  We  reviewed  ten  of  these  rebate  reports  and  noted  two  of  the 
reports  were  not  mathematically  accurate. 
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Department  personnel  stated  they  do  not  recalculate  or  check  the 
reports  they  receive  from  the  contractor  for  accuracy.  When  we 
discussed  this  issue  with  the  PBM,  personnel  stated  they  had  made 
an  adjustment  to  the  report  and  did  not  ensure  the  adjustment  was 
carried  through  all  the  calculations  in  the  report.  The  department 
does  not  have  procedures  to  ensure  the  reports  from  PBM  are 


Findings  and  Recommendations 


accurate.   We  were  unable  to  determine  it"  these  are  the  only  errors 
in  the  reports  the  department  received  or  whether  the  adjustments 
which  caused  the  error  were  valid. 

Cost  Savings  Guarantees  As  part  of  the  contract,  the  PBM  guaranteed  program  cost  increases 

would  not  exceed  a  predetermined  amount.  The  contract  requires 
the  PBM  to  reduce  its  administrative  fees  dollar-for-dollar  for  any 
shonfall  in  the  guaranteed  savings  amount.  All  determinations 
under  this  clause  shall  be  made  on  a  "per  member  per  month"  basis. 
In  no  event  shall  the  total  amount  due  the  department  exceed 
100  percent  of  the  administrative  fees  due  under  the  contract. 

The  PBM  did  not  meet  the  cost  savings  guarantees  as  required  by  the 
contract  in  plan  years  1994-95  and  1995-96.  The  PBM  will  be 
repaying  100  percent  of  the  administrative  costs  totaling  $133,762 
for  those  years  over  the  next  three  years.  The  department  has  not 
recorded  a  receivable  on  the  accounting  records  for  the  amount  of 
administrative  costs  that  are  owed  to  the  department. 

Department  personnel  stated  a  receivable  for  these  administrative 
costs  was  not  recorded  because  administrative  fees  paid  to  the  PBM 
were  not  segregated  on  the  accounting  records.  Department 
personnel  stated  they  did  not  segregate  these  fees  on  the  accounting 
records  because  they  considered  the  administrative  fee  to  be  a  cost  of 
the  prescription  drug.  All  payments  made  to  the  PBM  are  lumped 
together  and  recorded  as  Benefits  and  Claims  on  the  accounting 
records.  State  accounting  policy  defines  Benefits  and  Claims  as 
moneys  given  directly  to  individuals  for  payments  of  insurance 
claims.  It  defines  Other  Services  as  expenditures  for  services  which 
are  required  for  the  administration  of  a  state  function.  Since  the 
contract  states  the  "Claims  Administration  Fee"  will  consist  of 
33  cents  per  prescription  processed,  it  is  clear  these  costs  are  related 
to  the  administration  of  the  contract  and  not  a  part  of  the  cost  of  the 
prescription.  The  invoices  provided  to  the  department  identify 
administrative  costs  separately  so  the  depanment  could  easily 
identify  the  administrative  costs.  As  a  result.  Benefits  and  Claims 
are  overstated  and  Other  Services  are  understated  by  $73,850  and 
$78,557  in  fiscal  years  1995-96  and  1996-97,  respectively. 
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Unrecorded  Activity  As  previously  discussed,  a  portion  of  the  drug  rebates  are  kept  by 

the  PBM.  The  contract  states  the  PBM  shall  receive  this  share  of  the 
rebate  (if  any)  for  administering  the  rebate  program.  The 
department  records  the  amount  of  the  rebate  they  receive,  which  is 
75  percent  of  the  total,  as  revenue.  They  do  not  record  the 
25  percent  of  the  rebate  retained  by  the  PBM  on  the  accounting 
records. 

Since  the  amount  of  die  rebate  kept  by  the  PBM  is  a  cost  of 
administering  the  contract,  it  should  be  recorded  on  the  accounting 
records  as  revenue  and  an  expense  to  properly  reflect  the  amount  of 
rebates  and  administrative  costs  associated  with  the  prescription  drug 
program. 

Department  accounting  personnel  stated  they  were  not  aware  they 
only  received  75  percent  of  the  rebate  because  they  had  never  seen 
the  contract  with  the  PBM.  In  order  to  properly  record  information 
on  the  accounting  records,  accounting  personnel  need  to  be  aware  of 
contract  specifications. 


Recommendation  #1 

We  recommend  the  department: 

A.  Establish  procedures  to  monitor  contractors  to  ensure 
proper  administration  and  control  of  the  prescription  drug 
program. 

B.  Establish  procedures  to  ensure  reports  provided  by 
contractors  are  accurate. 

C.  Review  group  benefit  contracts  to  ensure  financial  activity  is 
properly  recorded  on  the  state's  accounting  records. 


Pages 


Findings  and  Recommendations 


Health  Care  Purchasing  The  department  joined  a  health  care  purchasing  association.  The 

Association  purpose  of  the  association  is  to  develop  approaches  to  containing 

health  care  costs.  The  state  is  a  founding  member  of  the  association, 
pays  the  association  $1,000  a  year  to  maintain  membership,  and 
holds  a  position  on  the  board  of  directors  of  the  association. 

Section  2-18-71 1,  MCA,  allows  an  agency  to  participate  with  other 
entities  if  the  agency  determines  a  cooperative  purchase  is  in  the 
state's  best  interest.  The  department  decided  to  participate  in  the 
association  for  the  contracting  of  a  Prescription  Drug  Benefit 
Manager  (PBM).  The  association  requested  proposals  and  will  sign 
a  contract  with  the  PBM.   Each  member  of  the  association  will  sign  a 
"client  agreement"  with  the  PBM  that  specifies  each  member's 
individual  requirements.  The  department  has  no  documentation 
demonstrating  it  is  in  the  state's  best  interest  to  participate  in  this 
purchasing  arrangement. 

We  reviewed  the  purchasing  procedures  followed  by  the  association 
to  determine  whether  it  was  in  the  state's  best  interest  to  participate 
in  the  association.  We  noted  the  association  did  not  select  the  lowest 
bidder  to  be  the  PBM.  We  further  noted  the  proposal  of  the  vendor 
that  was  selected,  stated  the  costs  include  a  profit  sharing  of  10  cents 
per  prescription  filled  by  any  employee  of  any  member.  The  profit 
sharing  will  be  paid  by  the  PBM  to  the  association.  The  amount  of 
profit  sharing  related  to  prescriptions  filled  through  the  state  plan 
will  be  approximately  $17,000  a  year.  Although  the  association  is 
not  required  to  select  the  lowest  bidder,  the  selection  of  the  lowest 
bidder  would  have  helped  document  it  was  in  the  state's  best  interest 
to  participate  in  the  association. 

According  to  department  personnel,  the  primary  reason  the 
association  did  not  select  the  lowest  bidder  is  the  association  wanted 
to  maintain  a  Montana  based  mail  order  company  as  part  of  the 
contract.  The  lowest  bidder  would  only  work  with  their  own  out-of- 
state  mail  order  pharmacy.  The  department  also  indicated  that 
between  the  two  other  bidders,  the  difference  in  costs  was  negated 
when  the  transition  costs  necessary  to  change  to  a  new  PBM  were 
included.   Since  several  of  the  association  members,  including  the 
state,  already  had  contracts  with  the  third  lowest  bidder,  that  vendor 
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was  selected.  This  information  was  not  documented  at  the 
association.  Since  the  department  did  not  document  why  it  was  in 
the  state's  best  interest  and  the  documentation  at  the  association  did 
not  support  that  the  process  was  in  the  state's  best  interest,  we  were 
unable  to  determine  whether  the  department  complied  with  state  law. 


Recommendation  #2 

We  recommend  the  department  document  the  increased  benefit 
to  the  state  when  participating  in  group  health  purchases  to 
demonstrate  compliance  with  state  law. 


Health  Purchasing  During  the  1995  Legislative  Session,  laws  were  passed  to  allow  the 

Cooperative  formation  of  Health  Purchasing  Cooperatives  (HPC).  The  purpose 

of  a  HPC  is  to  consolidate  demand  for  health  coverage  to  encourage 
more  cost-effective  health  plans,  negotiate  more  favorable  rates,  and 
create  economies  of  scale  by  combining  administration  of  health  care 
plans.  The  Health  Care  Purchasing  Association  the  state  belongs  to 
formed  a  corporation  to  function  as  a  HPC.  In  October  1996,  the 
department  paid  its  $45,000  share  of  the  HPC's  $210,000  start-up 
costs. 

Under  generally  accepted  accounting  principles  certain  relationships 
between  the  reporting  entity  and  closely  related  entities  must  be 
disclosed  in  the  financial  records  either  on  the  face  of  the  statements 
or  within  the  notes  to  the  financial  statements.  Since  the  state  is  on 
the  board  of  directors  of  both  the  association  and  the  cooperative, 
and  monetary  benefits  are  exchanged,  these  entities  may  fall  within 
these  reporting  requirements.  The  department's  Accounting  and 
Management  Support  Division  has  established  a  process  to  determine 
whether  entities  fall  within  the  reporting  requirements,  but  they  were 
not  aware  of  the  state's  relationship  with  these  corporations.  It  is 
important  the  department  establish  a  system  to  identify  these 
relationships  so  they  can  properly  assess  and  include  any  related 
parties  in  the  accounting  records  and  financial  statements. 
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Recommendation  #3 

We  recommend  the  department  establish  procedures  to  ensure  all 
divisions  identify  and  report  relationships  that  may  need  to  be 
disclosed  in  the  accounting  records  and  financial  statements. 


Deferred  Compensation 


State  law  requires  deferred  compensation  plan  funds  to  be  held  in 
trust  for  the  exclusive  use  of  participants  and  their  beneficiaries. 
Employee  investments  reported  under  the  deferred  compensation 
plan  as  of  June  30,  1997  were  $139.1  million.  The  department  is 
responsible  for  properly  managing  and  accounting  for  these  funds. 


The  deferred  compensation  plan  consists  of  two  main  investment 
options.  The  employee  can  invest  in  a  fixed  fund  that  has  a 
guaranteed  rate  of  return  or  select  from  one  or  more  of  several 
mutual  funds.  This  program  was  revised  in  April  1997  and  now 
allows  the  state  to  contract  out  each  portion  of  the  deferred 
compensation  program  and  to  select  the  mutual  funds  in  which 
employees  may  invest.  The  following  sections  discuss  areas  where 
the  department  can  improve  its  management  and  accounting  for  these 
investments. 


Contracts 


Currently  the  deferred  compensation  participant  record  keeping 
function  is  contracted  out  to  an  insurance  company.  The  company 
tracks  employee  contributions,  investments,  and  the  investment 
earnings.  A  subsidiary  of  this  company  is  responsible  for  moving 
money  into  the  mutual  funds  as  specified  by  the  employees.  For  the 
fixed  fiind,  the  department  has  split  the  fund  and  a  company  and  the 
state  Board  of  Investments  invest  the  funds.  A  third  company  is 
responsible  for  analyzing  fixed  fund  data  and  setting  the  guaranteed 
rate  of  return  for  each  quarter. 


Although  die  department  has  been  operating  under  this  plan  since 
April  1997,  most  of  the  contracts  with  these  contractors  have  not 
been  signed  as  of  January  1998.  The  contractors  are  responsible  for 
accurate  participant  record  keeping,  prudent  investment  policies,  and 
accurate  fixed  fund  rate  calculations.  Without  signed  contracts  there 
is  no  clear  definition  on  each  party's  involvement  and 
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responsibilities.  The  state,  as  the  custodian  of  the  participants' 
money,  could  have  significantly  increased  liability  if  it  does  not  have 
signed  contracts  describing  the  responsibilities  of  each  contractor 
and  the  state. 


Department  personnel  indicated  the  contracts  have  not  been  signed 
because  they  are  trying  to  reference  each  contract  with  the  other 
contracts.  Department  personnel  further  indicated  some  of  the 
contractors  have  not  worked  with  public  entities  and  tried  to  add 
language  in  the  contracts  that  the  state  cannot  include.  It  is 
important  the  department  ensure  contracts  are  in  place  that  clarify 
each  contractor's  responsibilities,  especially  when  numerous 
companies  are  involved  in  the  process  and  substantial  amounts  of 
money  are  involved. 

Recommendation  #4 

We  recommend  the  department  ensure  contracts  for  the  deferred 

compensation  plan  are  signed  in  a  timely  manner. 


Record  Keeping  State  law  requires  the  department  to  maintain  separate  accounting  for 

the  deferred  compensation  plan.  The  department  currently  tracks  the 
deferred  compensation  plan  in  the  Agency  Fund.  This  will  be 
changed  to  the  Expendable  Trust  Fund  in  fiscal  year  1997-98  to 
comply  with  changes  in  generally  accepted  accounting  principles. 

The  department  records  the  employee's  contributions  to  the  plan 
using  state  payroll  reports.  The  breakdown  between  the  fixed  fund 
and  mutual  fiinds  and  any  increases  in  the  investments  from  market 
or  interest  earnings  is  recorded  based  on  reports  provided  by  the 
contractors.  At  fiscal  year-end,  the  department  did  not  receive  a 
contractor's  report  they  needed  to  record  activity  on  the  accounting 
records.  This  resulted  in  an  understatement  of  assets  and  liabilities 
of  $662,817. 


Money  is  wire  transferred  daily  to  the  contractor  responsible  for  the 
mutual  fund  investments  and  record  keeping  function  based  on 
reports  the  contractor  faxes  the  department.  These  contractor 


Page  12 


Findings  and  Recommendations 


reports  net  the  amount  of  funds  transferred  by  employees  to  the 
mutual  funds  with  the  amount  of  funds  paid  to  retired  employees. 
The  department  records  the  net  amount  on  the  accounting  records  in 
a  clearing  account.   When  the  quarterly  reports  arrive  the  depart- 
ment reconciles  this  information  and  increases  or  decreases  property 
held  in  trust  to  acknowledge  its  liability  to  plan  participants.  When 
the  entries  are  made  on  the  accounting  records  the  increases  and 
decreases  continue  to  be  netted.  The  department  should  request 
reports  in  the  detail  necessary  to  record  both  increases  and  decreases 
so  the  extent  of  financial  activity  in  the  fund  is  fully  disclosed  on  the 
state's  accounting  records. 

A  portion  of  the  fixed  fund  is  invested  by  the  state's  Board  of 
Investments.  The  accounting  activity  recorded  for  these  investments 
is  on  the  Department  of  Commerce's  accounting  records.  In  order 
to  meet  the  needs  of  the  department  and  the  Board,  the  accounting 
technology  currently  available  which  allows  both  agencies  access  to 
the  information  relating  to  the  plan,  yet  maintains  the  fund's 
accounting  records  at  the  department,  should  be  used. 

The  department  established  an  Enterprise  Fund  to  account  for  the 
administrative  fees  of  the  contractors.  The  department  believed  the 
contractors  would  bill  the  department  for  the  administrative  fees.   At 
fiscal  year-end  the  department  accrued  $208,937  for  these  admini- 
strative fees  and  transferred  the  funds  needed  to  pay  these  fees  to  the 
Enterprise  Fund.  Instead  of  billing  the  department,  the  contractors 
netted  their  fees  out  of  the  funds  reported  at  the  end  of  the  year  so 
the  accruals  were  inappropriate.  Based  on  this,  budgeted 
expenditures  and  nonbudgeted  revenue  in  the  Enterprise  Fund  are 
overstated  by  $208,937. 

Department  persormel  indicated  this  is  a  new  program,  so  they  were 
not  sure  how  the  fees  were  to  be  paid.  They  also  noted  they  do  not 
receive  the  reports  they  need  to  record  more  than  the  net  amounts  on 
the  accounting  records.  In  order  to  properly  document  it  has  met  its 
fiduciary  responsibility  to  plan  participants,  the  depanment  should 
properly  account  for  these  investments.  As  discussed  in  the 
following  section,  the  department  should  request  the  information 
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necessary  to  properly  record  deferred  compensation  plan  financial 
activity. 

Recommendation  #5 

We  recommend  the  department  ensure  financial  activity  of  the 
deferred  compensation  plan  is  properly  and  fully  disclosed  on  the 
state's  accounting  records. 


Management  Oversight  The  department  is  responsible  for  properly  managing  and  accounting 

for  the  deferred  compensation  plan.  Appropriate  financial  manage- 
ment activities  include  performing  reconciliations,  monitoring 
contractors,  and  monitoring  increases  and  decreases  in  plan  assets 
and  liabilities.  We  noted  the  following  concerns  while  reviewing  the 
deferred  compensation  plan  administration. 

The  company  responsible  for  record  keeping  was  also 
responsible  for  ensuring  all  investments  held  by  the  prior 
contractor  were  properly  transferred  in  April  1997.  The 
department  did  not  receive  or  review  this  reconciliation  until 
January  1998. 

The  company  responsible  for  record  keeping  is  also  responsible 
for  reconciling  the  accounts  from  all  contractors.  The  depart- 
ment received  one  reconciliation  for  June  1997,  but  has  not 
received  or  reviewed  any  reconciliations  since. 

Several  of  the  reports  we  reviewed  from  the  contractor  were  not 
mathematically  accurate,  and  the  contractor  provided  several 
reports  for  the  same  time  period  with  different  amounts  for  the 
same  activity. 

Department  personnel  indicated  they  are  actively  working  to 
establish  operating  and  management  procedures  in  the  deferred 
compensation  plan.  The  department  needs  to  establish  procedures  to 
recalculate  and  confirm  the  information  provided  by  the  contractor 
or  require  the  contractor  to  provide  an  independent  audit  that  would 
show  the  internal  controls  and  record  keeping  procedures  of  the 
contractor  are  accurate.  The  department  could  also  require  more 
detailed  reports  from  the  contractors  to  facilitate  reconciliations. 
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Lack  of  management  oversight  over  these  companies  increases  the 
risk  the  deferred  compensation  plan  is  not  operating  in  the  most 
appropriate  manner. 

Recommendation  #6 

We  recommend  the  department  monitor  contractors  to  ensure 

proper  administration  and  control  of  the  deferred  compensation 

plan. 


Administrative  Cost 
Allocations 


The  department  allocated  a  portion  of  the  salaries  of  two  benefits 
bureau  employees  and  related  operating  expenses  to  the  deferred 
compensation  plan  administration  cost  center.  In  fiscal  year  1996- 
97,  the  cost  center  was  combined  in  the  group  benefits  account  in  the 
Internal  Service  Fund  rather  than  the  deferred  compensation 
administration  account  in  the  Enterprise  Fund.   As  a  result,  the 
group  insurance  plan  subsidized  the  deferred  compensation  plan. 


Department  personnel  said  the  deferred  compensation  administration 
account  was  established  at  the  end  of  the  fiscal  year  and  staff 
overlooked  the  need  to  move  department  costs  allocated  to  deferred 
compensation. 

Section  2-18-814,  MCA,  requires  the  department  to  include  the  costs 
of  administering  state  employee  group  benefit  plans  as  part  of  the 
cost  of  state  employee  group  benefits.  Deferred  compensation  plans 
are  established  under  section  19-50-102,  MCA.  Therefore,  deferred 
compensation  costs,  which  benefit  investors  in  deferred  compensa- 
tion plans,  should  not  be  charged  to  the  group  benefit  insurance 
account.  Actual  costs  of  the  plan  should  be  charged  to  the  plan  in 
order  to  reflect  the  true  cost  of  administering  the  plan. 

Recommendation  #7 

We  recommend  the  department  properly  allocate  the  cost  of 

administering  the  deferred  compensation  plan. 
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Estimated  Claims 


Benefit  expenditures  for  the  group  insurance  plan  include  an  estimate 
of  medical  services  which  have  been  received  during  the  fiscal  year 
but  not  yet  billed  to  the  plan.  The  department  recorded  an  estimated 
claims  liability  of  $7,155,542  at  June  30,  1997.  Group  benefits  staff 
projected  the  liability  as  being  20.8  percent  of  the  claims  incurred 
during  the  year.  Department  personnel  said  the  factor  used  in  the 
estimate  was  recommended  by  the  actuarial  consultant  based  on 
typical  claims  payment  patterns  and  from  analysis  of  state  benefit 
plan  claims  payment  patterns  several  years  ago. 


At  our  request,  the  department  obtained  a  paid  claims  analysis  from 
the  claims  administrator.  The  claims  analysis  showed  actual 
incurred  but  not  reported  claims  of  $4,791,428  or  13.95  percent  of 
claims  incurred  during  the  year.  Although  this  figure  does  not 
include  liability  for  year-end  HMO  settlements  and  other  costs 
associated  with  termination  of  a  self-insured  plan,  the  estimate 
recorded  appears  to  be  overstated  by  approximately  $2  million.  The 
employer  and  employee  contribution  rates  for  the  group  benefits 
Internal  Service  Fund  are  actuarially  determined.  Since  the  actuary 
uses  accounting  information  in  its  calculation,  the  fees  established 
may  not  be  commensurate  with  costs  as  required  by  state  law.  The 
department  needs  to  ensure  its  estimates  are  supported  by  current 
data  to  provide  accurate  accounting  information. 

Recommendation  #8 

We  recommend  the  department  periodicaliy  update  the  support 
for  its  estimated  claims  liability  for  the  group  insurance  plan 
based  on  current  data. 


Genetics  Program  Fee 


The  State  Auditor's  Office  administers  a  genetics  research  program 
financed  by  a  fee  levied  on  group  insurance  plans.  Section  33-2- 
712,  MCA,  requires  group  health  and  disability  insurance  providers, 
including  the  state  group  health  plan,  to  pay  70  cents  to  the  State 
Auditor  for  each  Montana  resident  insured  with  the  plan  as  of 
February  1  each  year.  Payments  are  due  by  March  1 . 
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In  fiscal  year  1996-97,  the  depanment  paid  $19,600  at  fiscal  year- 
end  based  on  an  estimate  of  28,000  insured  individuals  residing  in 
Montana.  Because  an  estimate  was  used  and  the  payment  was 
untimely,  the  department  did  not  comply  with  statutory  provisions 
regarding  calculation  and  payment  of  the  fee.  Department  personnel 
said  the  State  Auditor  does  not  bill  for  the  fee  and  late  payment 
resulted  from  human  error.  The  department  said  a  count  of  residents 
insured  at  February  1  was  not  requested  but  could  be  obtained  from 
data  maintained  by  the  plan  administrator. 

Recommendation  #9 

We  recommend  the  department  calculate  and  pay  the  genetics 

program  fee  as  required  by  state  law. 


Group  Benefits  Staffing  Over  the  past  ten  years,  the  group  benefits  program  has  expanded 

and  changed  significantly.  Prior  to  September  1981  the  group 
benefits  plan  consisted  of  two  programs;  health  insurance  and  the 
deferred  compensation  plan.  The  state  paid  a  health  insurance 
premium  for  each  employee,  that  consisted  of  the  state  and  employee 
contribution,  to  a  health  insurance  company  and  contracted  the 
management  of  the  deferred  compensation  plan  to  an  insurance 
company.  Between  September  1981  and  September  1986  the  health 
insurance  plan  moved  to  a  self-insured  plan  where  the  department 
was  responsible  for  setting  the  premium  rates  and  defining  allowable 
benefits.  The  department  contracted  out  the  record  keeping  and 
payment  functions  to  a  medical  management  company.  The 
department  also  had  a  contract  with  a  life  insurance  company  and  a 
consulting  service  company  that  helped  set  the  premium  rate  each 
year.  In  September  1992,  the  department  added  the  flexible 
spending  program  and  contracted  out  the  record  keeping  and 
management  functions  of  this  program  to  another  vendor.  The 
department  also  started  a  health  screening  program  for  employees 
which  resulted  in  another  contract  to  monitor. 

In  September  1994,  the  department  changed  the  structure  of  the 
health  insurance  program  by  separating  the  plan  into  a  medical  and 
dental  plan,  a  vision  plan,  two  managed  care  programs  and  a 
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prescription  drug  program.  The  medical  plan  was  further  split  into 
three  plan  options  resulting  in  two  contracts  and  the  drug  program 
was  split  into  a  mail-order  plan  and  a  local  pharmacy  program.  This 
resulted  in  the  department  monitoring  eight  separate  contracts.  In 
April  1997,  the  deferred  compensation  plan  was  revised  from  one 
management  contract  to  seven  different  contracts  for  separate 
functions  of  the  plan,  as  described  on  page  1 1 .  Over  the  last  three 
years  the  department  has  moved  from  monitoring  six  contracts  to 
managing  and  monitoring  eighteen  contracts.  In  fiscal  year  1996-97 
the  department  expended  $47  million  on  insurance  and  flexible 
spending  payments  and  ended  the  year  responsible  for  $164  million 
in  the  self-insurance  fund,  flexible  spending  account  and  deferred 
compensation  plan. 

Since  there  has  been  little  or  no  change  in  the  staffing  levels  of  this 
bureau  over  the  last  five  years  and  given  the  changes  that  have 
occurred  over  the  last  few  years,  it  is  not  unexpected  to  have 
identified  the  concerns  noted  in  the  previous  nine  recommendations. 
Given  the  expanding  nature  of  the  group  benefits  program,  it  is 
important  that  management  look  at  the  overall  organization  structure 
of  the  group  benefits  bureau  and  determine  the  specialized  skills  of 
staff  necessary  to  fulfill  its  fiduciary  responsibilities.  The  group 
benefit  bureau  may  need  persoimel  with  additional  investment  or 
accounting  expertise  that  can  help  monitor  these  contracts  in  more 
detail.  As  the  program  continues  to  evolve,  management  should 
evaluate  the  staffing  needs  of  the  program  and  adjust  staffing  as 
appropriate. 

Recommendation  #10 

We  recommend  the  department  establish  procedures  to  monitor 
changes  in  the  group  benefit  program  and  adjust  staffing  needs 
as  necessary. 
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Internal  Service  Funds- 
Fees  Conunensurate 
with  Costs 


The  department  is  organized  to  include  many  of  the  state's  internal 
service  funds.  These  funds  account  for  the  financing  of  goods  or 
services  provided  to  other  department  divisions,  state  agencies,  and 
governments.  These  funds  are  intended  to  operate  similar  to  private 
business  because  the  cost  of  goods  or  services  are  recovered  from 
customers. 


Section  17-8-101,  MCA,  was  amended  by  the  1995  Legislature  to 
remove  the  requirement  that  all  money  deposited  in  the  internal 
service  fiind  type  must  be  paid  out  of  the  treasury  only  on 
appropriation  made  by  law.  In  addition,  section  (6)  was  added  that 
states:   "fees  and  charges  for  services  deposited  in  the  internal 
service  fund  type  must  be  based  upon  commensurate  costs.  The 
Legislative  Auditor,  during  regularly  scheduled  audits  of  state 
agencies,  shall  audit  and  report  on  the  reasonableness  of  internal 
service  fund  type  fees  and  charges  and  on  the  fund  equity  balances." 

During  our  audit  of  the  department  we  reviewed  the  sixteen  internal 
service  funds  operated  by  the  department.  The  objective  of  our 
work  was  to  determine  the  reasonableness  of  fund  equity  balances 
and  whether  internal  service  fund  rates  are  commensurate  with  costs 
for  fiscal  years  1995-96  and  1996-97.  The  following  chart  contains 
a  brief  description  of  the  internal  service  funds  at  the  department  and 
a  summary  of  our  conclusions  and  references  to  more  detailed 
information. 
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Table  2 
Description  of  Internal  Service  Funds  and  Summary  of  Conclusions 


Internal  Service  Funds  and  Description 

Fund 

Equity 

Reasonable 

Rates  Com- 
mensurate 
with  Costs 

Legal  Services- Advises  all  divisions  within  the  department  on  legal  matters. 
Funding  is  derived  from  charging  the  department's  non-general  fund  divisions  for 
services  provided. 

Yes 

Yes 

Central  Data  Processing-Manages  central  computer  service  and  telecommunications 
service  for  state  government. 

Yes 

No-Page  26 

Mail  and  Messenger-Provides  mail  room  staff  to  operate  a  centralized  mailing 
operation. 

Yes 

No-Page  24 

Investment  Division-Provides  funding  for  a  portion  of  overhead  costs  and  one  full- 
time  employee  in  the  Treasury  Bureau  that  works  with  the  Board  of  Investments. 

Yes 

Yes 

Rent  and  Maintenance-Provides,  through  in-house  staff  and  contracted  services, 
repair,  maintenance,  security  and  custodial  services  for  buildings  in  the  Capitol 
complex  and  several  buildings  located  throughout  Helena. 

Yes 

No-Page  23 

PubUcation  and  Graphics-Provides  services  in  printing,  claims  auditing  for 
contracted  printing,  and  administration  of  a  photocopy  pool. 

Yes 

Yes 

Central  Stores-Purchases,  warehouses,  sells,  and  dehvers  commonly  used  items  to 
all  state  agencies  and  other  governments.   Items  for  sale  include:  office  supphes, 
coarse  paper,  janitorial  supphes,  and  printed  forms. 

Yes 

Yes 

Agency  Insurance-Provides  for  the  investigation,  defense,  and  payment  of  bodily 
injury  and  property  damage  claims  incurred  by  all  agencies,  officers,  and 
employees  of  die  State  of  Montana. 

Yes 

Yes 

Bad  Debt-Assists  in  the  recovery  of  funds  owed  state  agencies.   Recovered  funds, 
less  the  costs  of  collection,  are  returned  to  the  agency  that  holds  the  debt. 

Yes 

No-Page  30 

Natural  Gas  Procurement-Purchases  natural  gas  competitively  from  outside 
suppliers  for  qualified  state  agencies. 

Yes 

No-Page  22 

Group  Benefits-Provides  a  variety  of  insurance  plans  for  state  employees,  retirees, 
and  their  dependents. 

Yes 

No-Page  16 

Data  Processing  Unit  Proprietary  Funding-The  fund  is  from  three  different  sources: 
the  network  support  unit  charges  a  per  computer  fee  for  network  support,  program- 
ming is  offered  on  a  per  hour  basis,  and  computer  maintenance. 

Yes 

No-Page  31 

Statewide  Fueling  Account-Provides  a  fuehng  network  available  for  all  pubUc 
vehicles  including  an  automated  accounting  and  transaction  processing  fiinction. 

Yes 

No-Page  22 

Payroll-Provides  for  preparation  and  distribution  of  payroll  and  associated 
withholding  and  deductions  of  state  employees. 

Yes 

Yes 

Warrant  Writing-Provides  the  warrant  writer  program  to  most  state  agencies  for 
check  writing. 

Yes 

No-Page  25 

Intergovernmental  Training-Provides  a  variety  of  training  products  and  facihtation 
services  to  state  agencies  on  a  fee  reimbursement  basis. 

No-Page  32 

No-Page  32 
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Costs  Excluded  from  Rate 
Calculation 


Our  internal  service  fund  review  included  determining  whether  all 
costs,  either  directly  or  indirectly  associated  with  the  operations  of 
the  internal  service  funds,  were  included  in  determining  the  cost  of 
providing  the  service  and  therefore  the  rate  charged  for  the  services. 
The  following  paragraphs  describe  instances  where  we  found  costs 
not  allocated  to  the  internal  service  funds  or  considered  in 
computing  rates. 


Management  Support  and 
Director's  Office 


The  Management  Support  Bureau  of  the  Accounting  and  Manage- 
ment Support  Division  provides  some  assistance  to  all  internal 
service  funds  within  the  department  in  budgeting,  accounting, 
personnel,  and  payroll.  The  Director's  Office  provides  supervision 
and  coordination  of  all  programs  within  the  depanment. 


We  found  that  none  of  the  costs  of  the  management  support  or  the 
director's  office  were  allocated  to  internal  service  fund  operations. 
These  operations  had  $221,924  and  $206,220,  respectively,  in  fiscal 
year  1996-97,  and  $219,782  and  $197,892,  respectively,  in  fiscal 
year  1995-96  expenditures.  All  of  the  costs  of  providing  these 
services  were  paid  from  the  General  Fund. 

During  fiscal  year  1996-97  the  department  had  approximately  333 
full  time  equivalents  (FTE)  employees,  of  which  approximately  240, 
or  72  percent  were  assigned  to  internal  service  funds.  As  a  result, 
significant  portions  of  the  expenditures  related  to  Management 
Support  Bureau  and  the  Director's  Office  may  be  related  to  the  cost 
of  providing  services  in  the  internal  service  funds.  To  ensure  all 
costs  associated  with  operating  the  internal  service  funds  are 
considered  in  rate  development,  the  department  should  determine 
what  portion  of  these  expenditures  are  associated  with  the  operation 
of  the  internal  service  funds  and  develop  a  reasonable  method  of 
allocating  these  costs. 

Recommendation  #11 

We  recommend  the  department  determine  the  portion  of 
management  support  and  director's  office  expenditures  allocable 
to  internal  service  funds  and  develop  a  reasonable  method  of 
allocating  these  costs  to  the  funds. 
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Natural  Gas  Procurement 
and  Statewide  Fueling 
Account 


The  state  competitively  purchases  natural  gas  for  use  by  state 
agencies.  The  program  charged  a  $265  annual  fee  for  fiscal  year 
1995-96  to  participants  and  no  fee  for  the  1996-97  fiscal  year.  The 
statewide  fueling  account  provides  a  fueling  network  for  public 
vehicles  and  charges  '/2  of  1  percent  of  the  cost  of  the  fuel  to  all 
participants.  The  Natural  Gas  Procurement  Program  had  revenues 
of  $99,285  and  $0,  and  expenses  of  $99,476  and  $201  in  fiscal  years 
1995-96  and  1996-97,  respectively.  The  Statewide  Fueling  Program 
had  revenues  of  $16,990  and  $8,477,  and  expenses  of  $7,340  and 
$15,398  in  fiscal  years  1995-96  and  1996-97,  respectively. 


We  found  both  programs  operate  without  any  personal  services 
charged  for  the  individual  who  manages  the  programs.  The  job 
description  for  the  individual  indicates  80  percent  of  the  position 
supports  the  Statewide  Fueling  Program  and  15  percent  of  the 
position  supports  the  Natural  Gas  Procurement  Program.  Currently, 
this  position  is  funded  from  the  department's  General  Fund 
appropriation. 

Failure  to  include  personnel  time  spent  managing  the  programs 
understates  the  costs  used  to  determine  the  rates  charged  for  fuel  and 
natural  gas.  Purchasing  Bureau  persoruiel  explained  that  agency 
participation  in  these  programs  is  voluntary  and  allocating  all  costs 
to  the  program  might  jeopardize  these  programs'  existence. 

Recommendation  #12 

We  recommend  the  department  include  personal  service  costs 

when  determining  rates  for  its  fuel  and  natural  gas  programs. 
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Rate  Calculation 


Our  review  of  the  internal  service  funds  included  determining  the 
reasonableness  of  the  costs  included  in  the  calculation  of  the  rate 
charged  for  services.  The  following  sections  discuss  three  internal 
service  funds  where  we  found  the  rate  calculation  was  not 
reasonable. 


Rent  and  Maintenance 


The  department's  General  Services  Division  provides  for  the  repair, 
maintenance,  security,  and  custodial  services  of  buildings  in  the 
Capitol  complex  and  throughout  Helena  through  in-house  staff  and 
service  contracts.  The  service  contracts  include  mechanical 
maintenance,  janitorial  services,  pest  control,  security,  elevator 
repair  and  maintenance,  garbage  service,  fire  suppression  device 
maintenance,  and  recycling.  The  division  also  provides  professional 
and  technical  support  to  state  agencies  outside  the  Capitol  complex 
and  allocates  space  and  negotiates  and  approves  leases  for  office 
space  on  a  statewide  basis.  The  Rent  and  Maintenance  Program  had 
expenses  of  $3,599,508  and  $4,438,418  and  revenues  of  $4,192,240 
and  $4,278,528  in  fiscal  years  1995-96  and  1996-97,  respectively. 


In  our  review  of  the  rent  and  maintenance  Internal  Service  Fund  to 
determine  if  fees  are  commensurate  with  costs  and  fund  equity 
balances  were  reasonable,  we  noted  the  following  concerns: 

►■      The  division  charges  a  standard  rate  of  $2.22  per  square  foot 
for  warehouse  space  and  has  not  recently  reviewed  the  rate  to 
determine  if  it  is  commensurate  with  the  costs  of  providing 
warehouse  space.  Division  personnel  told  us  they  have  charged 
this  rate  for  several  years.  They  said  the  warehouse  costs 
generally  consist  of  utilities  and  do  not  include  other  costs  such 
as  janitorial  services.  Because  not  all  costs  are  included  in  the 
rate  and  utility  and  other  costs  have  increased  due  to  inflation, 
the  current  rate  is  not  sufficient  to  cover  the  warehouse  costs. 

»■      Included  in  the  rate  calculation  for  office  space  is  $6,500  per 
year  of  equipment  purchases.  In  calculation  of  internal  service 
fund  rates,  the  division  should  include  depreciation  expense 
rather  than  the  full  cost  of  the  equipment  in  the  year  it  is 
purchased.  Division  personnel  noted  they  included  the  full  cost 
of  the  equipment  based  on  instruction  from  the  Governor's 
Office  of  Budget  and  Program  Planning. 


Page  23 


Findings  and  Recommendations 


Mail  and  Messenger  The  department's  Mail  and  Distribution  Bureau  provides  mail  room 

staff  to  operate  a  centralized  mail  service  for  agencies.  Services 
provided  include:  1)  mail  pick-up  and  delivery  from  agency  offices; 
2)  metering  of  out-going  U.S.  mail;  3)  bar  coding  qualified  mailings 
to  obtain  maximum  postal  savings;  4)  delivery  of  all  inter-agency 
printed  communications  known  as  "Deadhead  Mail";  5)  providing  a 
Postal  Contract  Station  with  locked  mail  boxes;  6)  providing  United 
Parcel  Service  (UPS)  deliveries  to  agencies;  and  7)  providing 
Express  Mail  Service.  The  Mail  and  Messenger  Program  had 
expenses  of  $3,479,389  and  $3,324,056  in  fiscal  years  1995-96  and 
1996-97,  respectively,  and  revenues  of  $3,603,290  and  $3,357,539 
in  fiscal  years  1995-96  and  1996-97,  respectively. 


Included  in  the  outgoing  mail  rate  calculation  is  $26,198  and 
$35,500  of  equipment  purchases  in  fiscal  years  1995-96  and 
1996-97,  respectively.  In  its  calculation  of  internal  service  fund 
rates,  the  division  should  include  depreciation  expense  rather 
than  the  full  cost  of  the  equipment  in  the  year  it  is  purchased. 
Division  personnel  noted  they  included  the  full  cost  of  the 
equipment  based  on  instruction  from  the  Governor's  Office  of 
Budget  and  Program  Planning. 

In  calculating  "Deadhead"  rates  to  be  charged  to  agencies,  the 
department  uses  various  rates  based  on  units  mailed,  number  of 
stops  at  the  agency  each  day,  number  of  mailboxes,  special  runs 
made,  and  administrative  costs.  After  these  rates  are  set,  the 
estimated  revenue  from  "Deadhead"  mailings  is  used  to  reduce 
total  costs  of  running  the  Mail  and  Distribution  Bureau.  The 
department  does  not  analyze  each  of  these  rates  to  ensure  fees 
are  commensurate  with  costs.  Personnel  noted  the  rates  have 
evolved  over  time  and  they  do  not  have  the  necessary 
information  to  determine  if  fees  are  commensurate  with  costs  in 
such  detail. 
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Recommendation  #13 

We  recommend  the  department: 

A.  Include  depreciation  expense  rather  than  equipment 
expenditures  in  calculation  of  rates  for  rent  and  maintenance 
and  mail  and  messenger  internal  service  funds. 

B.  Calculate  the  current  cost  of  warehouse  space  using  updated 
information. 

C.  Determine  the  cost  of  providing  "deadhead"  mail  service 
using  actual  and  current  cost  information. 


Warrant  Writing  The  warrant  writing  function  provides  eight  different  types  of 

warrant  writing  and  payment  services  for  agencies.  Each  service  has 
a  different  rate.  During  our  review  we  found  the  rates  for  duplicate 
and  emergency  warrants  were  not  commensurate  with  costs.  The 
rates  for  both  types  of  warrants  included  costs  for  15  minutes  of 
computer  operator  time  and  15  minutes  of  warrant  machine  time. 
Department  personnel  said  the  actual  amount  of  time  was  15  minutes 
total  for  both  operator  and  warrant  machine  time.  For  fiscal  year 
1996-97  the  $5.25  rate  for  emergency  warrants  should  have  been 
approximately  $2.60  per  warrant.  The  $10.24  duplicate  warrant  rate 
in  fiscal  year  1996-97  should  have  been  approximately  $7.61  per 
warrant. 

Department  personnel  said  the  rates  for  fiscal  years  1995-96  and 
1996-97  were  calculated  by  State  Auditor's  Office  personnel  because 
the  function  was  part  of  that  office  until  July  1,  1995.  The  rates  for 
duplicate  and  emergency  warrants  for  fiscal  years  1997-98  and  1998- 
99  have  decreased,  in  part  because  the  computer  operator  and 
warrant  machine  time  was  corrected. 

Recommendation  #14 

We  recommend  the  department  continue  to  calculate  rates  to 
ensure  charges  for  warrant  writing  services  are  commensurate 
with  costs. 
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Adjusting  Rates 


As  discussed  earlier,  state  law  requires  that  Internal  Service  Fund 
fees  and  charges  for  services  be  based  on  commensurate  costs. 
Additionally,  according  to  state  law  and  policy,  fees  and  charges  in  a 
bieimium  may  not  exceed  the  level  approved  by  the  legislature.  We 
found  several  internal  service  funds,  as  discussed  in  the  following 
sections,  where  revenues  do  not  match  costs  of  providing  services 
because  usage  levels  did  not  meet  budgeted  activity  levels.  As  a 
result,  internal  service  funds  made  money  with  some  rates  and  lost 
money  with  other  rates.  Ideally,  rates  should  be  adjusted  to  meet 
costs. 


Central  Data  Processing 


Information  Services  Division  (ISD)  operates  the  central  data 
processing  Internal  Service  Fund  and  provides  centralized  computer 
services  and  telecommunications  for  state  government.  ISD  also 
manages  the  91 1  Emergency  Number  Program  (911)  and  the  Public 
Safety  Radio  (PSR)  System  with  local  governments  and  coordinates 
the  Geographic  Information  System  (GIS)  with  state  agencies. 
ISD  is  organized  on  a  functional  basis  into  five  bureaus.  These 
bureaus  are: 


Computer  Operations 

Systems  Support 

Data  Telecommunications 

Voice  Telecommunications 

Policy  Development  and  Customer  Relations  (PDCR) 

Each  bureau,  except  PDCR,  recovers  costs  by  charging  fees  for  the 
services  provided.  PDCR  is  an  administrative  bureau  whose  costs, 
except  for  911,  PSR,  and  GIS,  are  recovered  through  an  allocation 
to  the  other  four  bureaus. 

To  determine  whether  ISD  fees  are  commensurate  with  costs,  we 
reviewed  the  fiscal  year  1996-97  Cost  Recovery  Model  created  by 
ISD  to  define  the  services  provided  by  ISD  and  the  fees  and  costs 
associated  with  providing  the  service.  We  applied  this  information 
to  revenues  and  expenses  recorded  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  to  determine  the  gain  or  loss  from 
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operations  for  each  bureau.  The  following  table  summarizes  ISD 
operations. 


Table  2 

Summarv  of  Information  Services  Division  Activitv  for  Fiscal  Years  1995-96  and  1996-97 

Income 

Fiscal  Year  1996-97 

Revenues 

Expenses 

(Loss) 

Computer  Operations  Bureau 

$  7.228.523 

$  8,407,486 

$(1,178,963) 

Systems  Support  Bureau 

456,356 

1,220.838 

(764,482) 

Data  Telecommunications  Bureau 

4.034.457 

5,803,284 

(1,768,827) 

Voice  Telecommunications  Bureau 

8.033.937 

7,037,041 

996,896 

9 1 1  Emergency  Number  Program 

94,218 

97,290 

(3,072) 

Public  Safety  Radio  System 

51,950 

247,089 

(195,139) 

Geographic  Information  System 

20,000 

56.382 

(36.382) 

$19,919,441 

$22,869,410 

$(2,949,969) 

Fiscal  Year  1995-96 

Computer  Operations  Bureau 

$  8,864,335 

$  7,714.784 

$1,149,551 

Systems  Support  Bureau 

476,016 

622,612 

(146,596) 

Data  Telecommunications  Bureau 

3,702,099 

3,737,602 

(35,503) 

Voice  Telecommunications  Bureau 

7,981,908 

7,381,910 

599,998 

911  Emergency  Number  Program 

96,120 

98,094 

(1,974) 

Public  Safety  Radio  System 

68,250 

101,264 

(33,014) 

Geographic  Information  System 

55.000 

2.036 

52.964 

$21,243,728 

$19,658,302 

$1,585,426 

Source:      Fiscal  year-end  accounting  record  amounts  organized  by 

SD  Rate  Model. 

We  found  some  of  the  ISD  rates  for  services  were  not  commensurate 
with  the  costs  of  providing  the  services,  as  described  in  more  detail 
below: 

In  fiscal  year  1995-96  the  computer  processing  service  rate, 
which  is  included  in  the  Computer  Operations  Bureau,  was  not 
commensurate  with  costs  since  the  rate  generated  $1 ,  149,55 1 
more  revenue  than  necessary  to  cover  costs.    The  department 
decreased  the  fiscal  year  1995-96  rate  by  33  percent  for  fiscal 
year  1996-97.   In  addition,  $1,272,234  of  revenues  in  fiscal 
year  1995-96  and  subsequent  abatement  in  fiscal  year  1996-97, 
as  discussed  later  in  this  section,  are  not  reflected  in  the 
revenues  and  income/(loss)  coluimi  in  Table  2.  If  the  revenue 
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had  been  collected,  revenues  for  fiscal  year  1995-96  would  have 
been  $10,136,569  and  income  would  have  been  $2,421,785. 

As  shown  in  Table  2,  the  rates  charged  for  Systems  Support 
Bureau  were  not  adequate  to  cover  the  costs  of  providing  the 
services  during  both  fiscal  years  1995-96  and  1996-97.  The 
fiscal  year  1996-97  expenses  include  $350,000  of  system 
development  related  to  Montana's  Project  to  Reengineer  the 
Revenue  and  Information  Management  Environment 
(MTPRRIME)  that  were  not  recovered  through  charges  for 
services. 

The  fiscal  year  1996-97  rates  in  the  Data  Telecommunications 
Bureau  were  not  adequate  to  cover  the  expenses,  as  shown  by 
the  $1,768,827  loss  in  Table  2. 

According  to  department  persoimel,  these  problems  occurred  mainly 
because  usage  levels  were  not  at  anticipated  levels.  In  addition,  we 
found  the  91 1  and  PSR  programs  do  not  generate  enough  revenues 
to  cover  operating  costs.  The  PSR  program  has  been  funded  from 
the  central  data  processing  Internal  Service  Fund  for  a  number  of 
years.  As  a  result,  these  programs  are  subsidized  by  rates  charged 
for  all  of  the  other  services  offered.  ISD  officials  said  the  operating 
results  of  fiscal  years  1995-96  and  1996-97  were  considered  when 
calculating  the  rates  for  fiscal  years  1997-98  and  1998-99.  The  rates 
in  House  Bill  2  for  the  1999  biennium  were  adjusted  significantly 
from  the  fiscal  year  1995-96  rates. 

During  the  course  of  our  audit,  we  identified  $1,272,234  of  revenue 
which,  under  ISD's  existing  rate  structure,  should  have  been 
collected  from  agencies,  but  was  not.  During  fiscal  year  1995-96, 
ISD  attempted  to  assist  agencies  in  meeting  information  processing 
budgets  by  offering  contracts  to  all  agencies.  The  contracts  put  an 
upper  limit  on  the  amount  the  agencies  had  to  pay  in  fiscal  year 
1995-96  for  mainframe  processing,  regardless  of  actual  usage. 
Contract  language  required  the  agencies  to  request  funding  from  the 
1997  Legislature. 

Both  the  Department  of  Public  Health  and  Human  Services  (DPHHS) 
and  Department  of  Revenue  (DOR)  entered  into  contracts  with  ISD. 
During  fiscal  year-end  1995-96,  ISD  personnel  recorded  accounts 
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receivable  and  recognized  revenues  of  $1,272,234  for  the  computer 
charges  incurred  by  DPHHS  and  DOR  that  exceeded  the  contract 
amounts.   During  fiscal  year  1996-97,  however,  DOR  personnel 
refused  to  request  additional  funding  from  the  legislature  and 
withdrew  from  the  agreement.   For  consistency  purposes,  ISD 
personnel  then  released  DPHHS  from  its  contract.  Because  both 
agencies  were  released  from  the  contracts,  ISD  personnel  then 
removed  the  receivable  and  reduced  prior  year  revenues  on  the  fiscal 
year  1996-97  accounting  records. 

ISD  officials  said  they  did  not  have  any  other  recourse  to  collect  on 
the  contracts  once  DOR  refused  to  request  the  additional  funding.  In 
addition,  ISD  officials  indicated  that  the  size  of  the  Central  Data 
Processing  Program  enabled  them  to  release  the  agencies  from  the 
budget  billing  agreements.  However,  not  collecting  approximately 
14  percent  of  Computer  Operations  Bureau  fiscal  year  1995-96 
revenue  is  significant,  since  any  excess  of  revenues  over  expenses  is 
carried  forward  to  the  following  fiscal  year  and  is  included  in  rate 
calculations  for  future  years.  Specifically,  the  rate  for  mainframe 
processing  for  fiscal  year  1997-98  was  to  be  a  40  percent  reduction 
from  the  fiscal  year  1995-96  rate;  however,  because  ISD  did  not 
collect  the  revenues  the  rate  is  a  33  percent  reduction  from  the  fiscal 
year  1995-96  rate.  As  a  result,  all  mainframe  users  are  paying  an 
additional  7  percent  for  mainframe  charges  because  ISD  did  not 
collect  all  revenues  earned  from  DPHHS  and  DOR.  In  addition,  the 
DPHHS  contracts  were  for  federal  programs  where  DPHHS  could 
have  requested  federal  reimbursements  for  a  portion  of  the  costs. 
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Recommendation  #15 

We  recommend  the  department: 

A.  Continue  to  monitor  operating  activity  and  adjust  rates 
accordingly  in  the  next  rate  setting  process  to  ensure  rates  are 
commensurate  with  costs  for  central  data  processing. 

B.  Ensure  the  911  and  Public  Safety  Radio  Programs  are  not 
subsidized  through  charges  for  central  data  processing 
services. 

C.  Uniformly  apply  rates  and  collection  procedures  to  all  client 
entities  to  ensure  equity. 


Bad  Debt  The  department  operates  the  Debt  Collection  Unit  of  the  Accounting 

Bureau  as  a  means  of  economically  collecting  amounts  owed  by 
individuals  to  state  agencies.  The  unit  charges  a  collection  fee  for 
this  service  which  amounts  to  a  percentage  of  the  debt.  Recovered 
funds,  less  the  collection  fees,  are  returned  to  the  agencies  holding 
the  debts.  Each  year,  the  unit  administrator  reviews  the  revenues  and 
costs  of  operating  the  program  to  determine  the  collection  fee  for  the 
following  year.  The  bad  debt  unit  had  revenues  of  $258,640  and 
$267,348  in  fiscal  years  1995-96  and  1996-97,  respectively,  and 
$221,881  and  $230,217  of  expenses  in  fiscal  years  1995-96  and 
1996-97,  respectively. 

We  found  the  rates  created  $36,759  of  revenues  over  expenses  in 
fiscal  year  1995-96  and  $37,131  of  revenues  over  expenses  in  fiscal 
year  1996-97  and,  as  a  result  the  rates  were  not  commensurate  with 
costs  as  required  by  state  law.  The  surplus  revenue  is  caused  by 
growth  in  the  number  of  accounts  collected  and  conservative 
estimates  of  the  number  of  accounts  submitted  for  collection. 
Department  personnel  said  surpluses  have  been  carried  over  and 
applied  to  the  next  year's  rate  calculation  and  the  rate  for  fiscal  year 
1997-98  is  lower  than  the  fiscal  year  1996-97  rate. 
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Data  Processing  Unit 


During  fiscal  year  1996-97,  the  department  accounted  for  three 
different  computer  services  provided  to  non-General  Fund  divisions 
within  the  department  in  its  data  processing  unit  Internal  Service 
Fund.  These  computer  services  provided  to  General  Fund  divisions 
are  paid  from  a  General  Fund  appropriation.  The  services,  each 
provided  at  a  different  rate,  were  network  support,  microcomputer 
maintenance,  and  programming.  Because  the  microcomputer 
maintenance  and  programming  services  were  new  in  fiscal  year 
1996-97,  we  concentrated  our  audit  effort  on  the  fiscal  year  1996-97 
activity  summarized  in  Table  3  below. 


Table  3 

Data  Processing  Unit  Operations  bv  Service  Type 
Fiscal  Year  1996-97 


Service  Type 

Revenues 

Expenses 

Difference 
between 
Revenues 
and  Expenses 

Rate  for 
Service 

Estimate  of  #  of 
Units  (Revenues 
divided  by  Rate) 

Network 

$44,825 

$35,725 

$9,100 

$505  per 
computer 

89  computers 

Maintenance 

$  4,680 

$10,184 

$(5,504) 

$100  or  $140 
depending  on 
type  of 
computer 

44  computers 
(Actual  number) 

Programmer 

$16,168 

$22,860 

$(6,692) 

$15  per  hour 

of 

programming 

1,078  hours 

Source:  Compiled  by  the  Legislative  Audit  Division. 


As  indicated  on  Table  3,  maintenance  and  programmer  services  did 
not  collect  enough  revenue  to  pay  for  its  share  of  costs  and  the 
network  revenues  exceeded  the  cost  of  providing  the  service  by  a 
significant  amount.  As  a  result,  the  department  did  not  comply  with 
state  law  that  requires  fees  be  commensurate  with  cost. 
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Based  on  our  analysis  and  discussion  with  department  personnel,  the 
deficits  in  maintenance  and  programming  were  not  necessarily  the 
rates,  but  the  number  of  computers  that  were  on  the  maintenance 
program  in  fiscal  year  1996-97  and  the  number  of  hours  the 
programmer's  time  was  charged  out.  The  number  of  computers  on 
the  maintenance  program  decreased  from  approximately  102  in  fiscal 
year  1995-96  to  44  in  fiscal  year  1996-97.  Department  personnel 
indicated  the  maintenance  contracts  demand  was  at  its  highest  in 
fiscal  year  1995-96,  but  has  since  declined  because  of  the  increase  in 
purchases  of  computers  that  include  a  maintenance  contract  in  their 
purchase  price.  Due  to  the  decrease  in  demand,  the  maintenance 
service  is  no  longer  being  offered  in  fiscal  year  1997-98.  In 
addition,  department  personnel  said  the  excess  of  revenues  over 
expenses  in  network  support  was  because  additional  computers  were 
added  as  a  result  of  bad  debt  and  warrant  writing  functions  being 
added  to  the  department  after  the  rates  were  set. 

Department  personnel  stated  they  did  not  correctly  estimate  the 
number  of  hours  the  programmer  billed  out  in  fiscal  year  1996-97 
for  a  variety  of  reasons,  including  training  time.  For  fiscal  year 
1997-98,  department  personnel  estimate  the  programmer  will  bill 
about  1,832  hours,  754  more  than  was  billed  in  fiscal  year  1996-97. 
At  the  hourly  rate  for  programming  in  fiscal  year  1996-97,  this 
would  have  created  approximately  $11,000  more  in  service 
revenues. 

The  depanment  should  monitor  the  operating  results  of  the  data 
processing  Internal  Service  Fund,  and  adjust  rates  as  soon  as 
possible,  in  order  to  comply  with  state  law  that  requires  rates  be 
commensurate  with  costs. 

Intergovernmental  The  intergovernmental  training  Internal  Service  Fund  provides 

Training  training  services  and  products  to  state  agencies  for  a  fee.  Based  on 

our  review  of  fees  charged  for  training  services  provided  and  the 
costs  associated  with  providing  the  service,  the  rates  charged  in 
fiscal  years  1995-96  and  1996-97  were  not  adequate  to  cover  the 
costs  as  required  by  state  law.  Expenses  for  fiscal  years  1995-96  and 
1996-97  were  $198,127  and  $211,831,  respectively;  however, 
revenues  were  only  $188,388  and  $188,474,  leaving  deficits  of 
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($9,739)  and  ($23,357).  As  a  result  of  these  deficits,  the  fund 
balance  has  decreased  from  a  beginning  balance  in  fiscal  year  1995- 
96  of  $36,545  to  an  ending  balance  at  June  30,  1997  of  $3,449. 

The  rates  are  determined  based  on  projected  class  participation,  prior 
years  profit  or  loss,  and  market  rates.  Depanment  personnel  said 
the  deficit  was  caused  by  a  decline  in  participation  and  retaining 
rates  at  market  levels  to  compete  with  other  training  services.  The 
department  should  monitor  the  operating  results  of  the  fund,  and 
adjust  rates  accordingly  in  the  next  rate  setting  process  in  order  to 
comply  with  the  state  law  that  requires  the  rates  be  commensurate 
with  costs. 

Recommendation  #16 

We  recommend  the  department  monitor  tlie  operating  results  of 
its  internal  service  funds  and  adjust  rates  accordingly  in  the  next 
rate  setting  process  for  bad  debt,  data  processing  unit,  and 
Intergovernmental  training  internal  service  funds. 


Architecture  and 
Engineering 


The  department's  Architecture  and  Engineering  Division  (A&E)  is 
responsible  for  supervising  all  state  building  projects  that  exceed 
$50,000.  State  law  requires  all  buildings  built  by  A&E  comply  with 
all  laws,  safety  codes  and  rules  of  the  state  of  Montana.  During  our 
audit,  we  reviewed  23  projects  that  were  ongoing  during  fiscal  years 
1995-96  and  1996-97  to  ensure  the  projects  complied  with  state  laws 
and  regulations.  The  following  two  sections  discuss  areas  the 
department  can  improve  its  compliance  with  state  laws  and 
regulations. 


Review  of  Construction 
Contracts 


Section  18-2-404(1),  MCA,  in  effect  during  our  audit  period 
required  all  public  works  contracts  be  approved  in  writing  by  the 
legal  advisor  of  the  state.  The  department  uses  boiler  plate  contracts 
for  most  of  its  building  projects.  There  are  several  different  boiler 
plates  depending  on  the  type  of  project,  the  funding  source  and  the 
cost  of  the  project.  The  department's  attorney  has  reviewed  the 
boiler  plate  language  in  the  past,  but  does  not  review  each  contract 
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entered  into  by  A&E.  The  following  paragraphs  discuss  concerns 
we  had  with  specific  construction  contracts. 


Advertising 


Section  18-2-301,  MCA,  in  effect  during  our  audit  period,  states  it  is 
unlawful  for  any  department  to  let  any  contract  for  construction 
when  the  amount  involved  is  $25,000  or  more  without  first 
advertising  each  week  for  three  consecutive  weeks.  Also,  before  a 
contract  for  construction  in  excess  of  $50,000  is  awarded,  section 
18-2-103(3),  MCA,  states  two  formal  bids  must  have  been  received, 
if  reasonably  available.  One  project  for  $1 10,000  we  reviewed  was 
not  advertised  as  required  by  law.  In  addition,  the  department 
received  only  one  formal  bid. 


The  department  stated  they  contacted  several  vendors  looking  for 
bids.  There  was  a  note  in  the  file  that  stated  this,  but  no 
documentation  as  to  who  was  contacted.  If  the  contract  was 
advenised  appropriately  there  may  have  been  additional  bidders. 


Prevailing  Wage  Laws 


Section  18-2-403,  MCA  states  any  state  public  works  contract  for 
construction,  services,  repair  or  maintenance  work  must  contain  a 
provision  requiring  the  contractor  to  pay  the  standard  prevailing  rate 
of  wages. 


Department  personnel  indicated  they  have  interpreted  the  law  to 
apply  only  to  contracts  greater  than  $25,000.  Our  sample  contained 
two  contracts  less  than  $25,000.  One  contract  had  the  prevailing 
rate  of  wage  language  included,  but  the  other  contract  did  not  have 
the  required  language. 

State  law  requires  the  department  to  pay  the  difference  of  the  wages 
paid  and  the  standard  prevailing  wage,  if  the  language  is  not 
included  in  the  contract.  The  contractor  did  not  pay  the  prevailing 
wage.  The  department  could  be  liable  for  paying  the  difference 
between  prevailing  wage  and  the  actual  rate  of  wage  paid  for  all 
contracts  under  $25,000  that  did  not  include  the  clause.  The  1997 
Legislature  clarified  the  law  to  define  public  works  contracts  as 
contracts  in  excess  of  $25,000. 
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Architectural  Plans 


Section  18-2-114,  MCA,  states  all  architectural  plans  and 
specifications  for  public  buildings  of  the  state  of  Montana  shall  bear 
the  seal  and  signature  of  the  architect  responsible  for  the  plans. 
Section  18-2-122,  MCA,  also  provides  the  state  may  not  accept  plans 
and  specifications  for  public  buildings  unless  they  bear  the  seal  of 
the  professional  that  created  the  plans.  One  set  of  plans  we 
reviewed,  which  were  part  of  a  contract,  did  not  include  the  seal  of 
the  architect. 


Montana  Product 
Preference 


Section  18-1-1 12,  MCA,  states  each  contract  must  contain  a 
provision  stating  in  all  instances  Montana-made  goods  must  be 
preferred  for  use  in  all  projects  if  such  goods  are  comparable  in 
price  and  quality.  One  contract  we  reviewed  did  not  include  the 
Montana  product  preference  clause. 


Summary 


Department  personnel  indicated  there  are  many  contracts  processed 
by  A&E,  so  it  would  be  difficult  for  their  attorney  to  review  every 
contract.  They  also  noted  the  attorney  did  review  the  boiler  plate 
language  which  is  used  in  all  contracts.  They  further  stated  the  odier 
items  in  the  contract  beyond  the  boiler  language  are  very  technical 
because  the  contract  includes  all  the  plans  and  specifications.  If  the 
attorney  reviewed  each  contract  looking  for  inclusion  of  required 
clauses  and  whether  all  requirements  have  been  met,  the  attorney 
would  be  able  to  detect  when  required  language  is  inappropriately 
left  out  of  the  contract.  By  limiting  the  attorney's  review  to  the 
inclusion  of  specific  requirements  the  amount  of  time  it  would  take 
to  review  the  contracts  would  be  reduced. 


The  1997  Legislature  changed  the  law  to  no  longer  require  a  legal 
review  of  all  public  works  contracts.  Since  this  is  no  longer 
required,  the  department  needs  to  establish  procedures  to  ensure 
contracts  include  all  requirements  of  state  law. 

Recommendation  #17 

We  recommend  the  department  implement  procedures  to  ensure 

all  construction  contracts  include  all  requirements  of  state  law. 
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Pecuniary  Interest 


Section  18-2-106,  MCA,  states  "Neither  the  director  of  administra- 
tion nor  any  employee  of  the  department  of  administration  shall  have 
a  direct  or  indirect  pecuniary  interest  in  any  contract,  transaction  or 
project  involving  the  construction  of  a  building." 


The  department  has  no  procedures  in  place  to  ensure  employees  do 
not  have  a  direct  or  indirect  pecuniary  interest  in  construction 
contracts.  We  noted  two  cases  where  employees'  spouses  work  in 
the  construction  industry.  The  department  made  payments  to  each  of 
these  businesses  for  construction  work  performed  in  the  amount  of 
$2,163,  and  $6,430.  Another  employee  owns  a  business  that  sells 
supplies  to  contractors.  We  did  not  note  any  direct  payments  to  this 
employee,  but  we  were  unable  to  determine  whether  contractors  of 
the  state  purchased  supplies  through  this  business. 

Department  persoimel  indicated  the  law  is  not  very  clear  and  most 
employees  were  not  aware  of  the  law.  The  department  should 
implement  a  policy  to  comply  with  the  law  and  ensure  all  employees 
are  aware  of  the  policy. 

Recommendation  #18 

We  recommend  the  department  implement  procedures  to  ensure 
compliance  with  state  law  related  to  employees'  pecuniary 
interest  in  state  construction  contracts. 


Property  and  Supply 
Bureau 


The  Property  and  Supply  Bureau  is  responsible  for  administering 
four  programs.  These  programs  include  Central  Stores,  State 
Surplus  Property,  Federal  Surplus  Property,  and  the  Law  Enforce- 
ment Support  Office  Programs.  The  following  three  sections  relate 
to  compliance  with  state  law  and  policy  regarding  employee  travel, 
inventory  reconciliations,  and  allocation  of  personal  services  costs. 
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Noncompliance  with  Travel  In  our  review  of  the  Property  and  Supply  Bureau's  compliance  with 

Laws  and  Policies  state  travel  laws,  we  found  several  instances  where  travel  expenses 

submitted  for  reimbursement  did  not  comply  with  state  law  and 
accounting  policy.   State  law  and  policy  have  several  specific 
requirements  regarding  travel  and  the  related  reimbursements.  The 
bureau's  travel  expenses  were  $34,388  and  $36,838  during  fiscal 
years  1995-96  and  1996-97,  respectively.  Below  is  a  summary  of 
the  various  compliance  problems  we  noted. 

Several  of  the  travel  vouchers  we  reviewed  had  requests  for 
reimbursement  of  personal  vehicle  mileage.  There  are  two 
different  rates  available  to  state  employees  for  vehicle 
reimbursement.  These  rates  are  the  high  and  standard  mileage 
rates.  The  Montana  Operations  Manual  (MOMs)  states  that 
unless  certain  criteria  are  met,  all  personal  vehicle  mileage  must 
be  reimbursed  at  the  standard  mileage  rate. 

An  employee  may  be  reimbursed  at  the  high  rate  if  a  motor  pool 
vehicle  or  other  state  vehicle  is  not  available  or  if  the  use  of  a 
personal  vehicle  is  considered  to  be  in  the  best  interest  of  the 
state.  In  either  case  an  authorization  form  must  be  completed 
and  approved  prior  to  use  of  the  personal  vehicle. 

We  noted  five  instances  where  personal  vehicles  were  used  and 
the  employee  was  reimbursed  at  the  higher  mileage  rate.  None 
of  these  instances  were  supported  by  authorizations  for 
reimbursement  at  the  higher  rate. 

Section  2-18-502,  MCA  states  an  employee  must  be  in  travel 
status  for  more  than  three  continuous  hours  during  specific  time 
ranges  to  be  eligible  for  a  meal  allowance.  We  noted  24  days 
on  travel  expense  vouchers  that  did  not  have  travel  times 
completed  and  4  days  where  times  shown  did  not  support  the 
reimbursement  of  meal  allowances  paid.  For  the  vouchers  that 
were  incomplete  we  were  unable  to  determine  if  the  employees 
were  properly  reimbursed.  There  was  an  overpayment  of  $22 
on  those  vouchers  with  completed  times. 

Management  Memo  1-96-3  provides  a  listing  of  cities 
designated  as  "Out  of  State  High  Cost"  cities.  This  list  denotes 
cities  where  employees  are  reimbursed  for  actual  lodging 
expenses  incurred.  We  compared  this  list  to  the  requests  for 
reimbursement  at  the  bureau  and  noted  on  a  consistent  basis, 
employees  were  reimbursed  for  actual  costs  incurred  for 
lodging  in  cities  not  included  on  the  list.  This  amounted  to  24 
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nights  of  lodging  totaling  $161  above  the  amount  that  should 
have  been  reimbursed. 

~     Travel  expense  vouchers  are  required  to  be  signed  by  the 

employee  and  authorized  by  the  employee's  supervisor  prior  to 
submitting  for  reimbursement.  We  noted  23  vouchers  had  not 
been  approved  prior  to  payment  and  2  vouchers  were  signed  by 
the  supervisor  and  not  signed  by  the  employee. 

State  policy  requires  reimbursement  requests  for  lodging  and 
other  expenses  greater  than  $10  to  be  accompanied  by  original 
receipts.  Policy  specifically  states  credit  card  receipts  are  not 
accepted  as  valid  proof  of  receipt.  We  noted  one  instance 
where  no  receipts  were  provided  for  reimbursement  of  $205  of 
lodging.  This  voucher  was  also  not  approved  by  a  supervisor. 
There  were  seven  other  instances  where  only  a  credit  card 
receipt  was  submitted  as  support  for  reimbursement.  These 
items  totaled  $413. 

Department  personnel  stated,  they  were  either  unaware  of  the 
policies  regarding  the  items  above  or  assumed  other  agency 
personnel  reviewed  the  documents.  They  also  stated  some  vouchers 
were  not  approved  because  supervisors  were  at  locations  separate 
from  the  bureau  staff  and  were  not  available  when  the  vouchers  were 
submitted  for  payment.  The  items  of  noncompliance  listed  above 
could  have  been  avoided  by  proper  authorization  controls  and 
adequate  knowledge  of  the  state's  travel  laws  and  policies. 

Recommendation  #19 

We  recommend  the  department: 

A.  Establish  controls  to  ensure  travel  expense  vouchers  are 
properly  completed,  approved,  and  expenses  paid  in 
accordance  with  state  laws  and  policies. 

B.  Provide  training  to  staff  r^arding  state  travel  laws  and 
policies. 
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Surplus  Property  The  department's  Property  and  Supply  Bureau  utilizes  a  perpetual 

Inventory  inventory  system  for  its  state  and  federal  surplus  property  programs. 

A  complete  physical  inventory  count  is  performed  at  fiscal  year-end, 
and  any  differences  between  the  perpetual  system  and  physical  count 
are  noted  on  an  inventory  variance  report  and  reconciled  by  the 
bureau  staff.  We  noted  of  the  9 11  inventory  items  for  the  Federal 
Surplus  Propeny  Program,  123  items  had  variances  remaining  after 
the  reconciliation  process.  The  State  Surplus  Property  Program  had 
a  total  inventory  line  item  count  of  828  with  variances  remaining  in 
106  of  those  line  items  after  the  reconciliation  process.  These 
differences  demonstrate  a  13  percent  unreconciled  inventory  line 
item  count  for  both  the  federal  and  state  surplus  property  programs. 
Bureau  staff  gave  the  following  examples  of  causes  for  variances 
noted  in  the  inventory: 

Small  items  are  susceptible  to  pilferage. 

One  item  did  not  have  an  explanation  for  the  variance. 

The  item  was  recorded  as  one  quantity,  but  the  actual  quantity 
received  was  different. 

Like  items  were  received  and  there  was  a  duplication  of 
counting. 

Items  were  inventoried  individually,  but  were  in  one 
wrapping/box  and  sold  as  one  unit. 

Items  were  sold  at  the  garage  sale  or  auction  and  not  recorded. 

-     The  items  were  sold  under  the  wrong  product  number. 

Many  of  these  variances  could  be  avoided  if  proper  management 
practices  were  followed.  These  practices  require  accurate  records  be 
kept  for  all  transactions  affecting  inventory  amounts.  Improved 
record  keeping  would  help  ensure  accurate  recording  on  SB  AS.  As 
a  result  of  errors  in  record  keeping,  variances  may  go  undetected 
until  the  annual  physical  inventory  count  is  performed. 

The  department  should  review  its  property  accounting  process. 
Counts  should  ensure  boxes  assumed  to  contain  one  unit,  contain 
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only  one  unit.  Accurate  and  timely  records  should  be  kept  of  all 
inventory  sold.  These  records  should  then  be  used  to  update  the 
perpetual  inventory  system. 

Recommendation  #20 

We  recommend  the  department  review  and  revise  its  inventory 
accounting  procedures  to  ensure  proper  and  consistent 
accounting  for  inventory. 


Allocation  of  Program  While  reviewing  costs  allocated  to  the  prograins  administered  by  the 

Costs  Property  and  Supply  Bureau,  we  noted  expenditures  allocated  among 

the  programs  did  not  reflect  actual  activity  levels.  These  items  cause 
expenditures  charged  to  the  various  programs  to  be  unsupported. 

We  noted  personal  services  allocated  to  the  various  programs  at  the 
Property  and  Supply  Bureau  were  being  allocated  based  on  a  time 
study  performed  during  August  1995.  Since  that  time,  two  positions 
have  been  vacated  and  not  rehired,  one  in  October  1996  and  the 
other  in  March  1997.  According  to  department  persormel,  the  duties 
of  these  individuals  have  been  allocated  to  other  staff.  No  adjust- 
ment was  made  to  the  allocation  of  personal  service  costs  to  reflect 
the  reallocation  of  duties  until  May  1997.  State  accounting  policy 
requires  costs  charged  to  programs  be  reasonable  and  supported. 

Recommendation  #21 

We  recommend  the  department  ensure  costs  allocated  to 
Property  and  Supply  Bureau  programs  are  allocated  in 
accordance  with  state  policy. 
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Federal  Compliance 
Issues 


The  department  received  federal  financial  assistance  from  the  U.S. 
Departments  of  Energy,  Interior,  General  Services  Administration, 
Defense,  Education,  the  Treasury  and  the  state  Department  of 
Justice.   During  our  audit  we  noted  three  areas  where  the  department 
could  enhance  compliance  with  federal  laws  and  regulations.  These 
issues  are  discussed  in  the  following  sections. 


Cash  Management 
Improvement  Act 


The  federal  government  established  the  Cash  Management 
Improvement  Act  to  achieve  greater  efficiency  and  equity  in  the 
transfer  of  federal  funds  to  state  governments.  The  state  entered  into 
an  agreement  with  the  federal  government  that  documents,  by 
federal  assistance  program,  how  the  state  should  draw  cash  from 
federal  grantor  agencies  and  how  often  the  cash  is  drawn.   As  part  of 
the  agreement,  no  interest  would  be  due  to  or  from  the  federal 
government  if  the  agreement  is  followed.   If  for  any  reason  the 
agreement  is  not  followed,  the  department  is  responsible  for 
calculating  the  interest  due  to  or  from  the  federal  government. 


The  department  requests  each  state  agency  that  operates  a  federal 
program  covered  by  the  cash  management  agreement  to  compile 
information  documenting  when  cash  was  drawn  and  when  the  actual 
expenditures  occurred.  The  department  measures  this  information 
against  the  agreement  and  calculates  the  amount  of  the  interest,  if 
any,  owed  to  the  federal  government. 

We  noted  the  department  did  not  calculate  interest  due  from  the 
federal  government  when  the  state  made  late  draws  in  fiscal  years 
1995-96  and  1996-97.  Department  personnel  indicated  the  federal 
government  is  not  required  to  pay  interest  if  the  state  decides  not  to 
draw  funds  in  a  timely  manner.  Federal  regulations  require  the  state 
to  calculate  all  interest  incurred  whether  it  is  due  to  or  from  the 
federal  government.  The  federal  regulations  state  the  federal 
government  may  deny  interest  if  a  state  consistently  and  deliberately 
draws  cash  late. 

We  reviewed  the  interest  calculations  in  detail  for  fiscal  year  1995- 
96.  During  our  review,  we  identified  the  following  areas  where  the 
department  can  improve  its  interest  calculations. 
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For  one  grant,  the  interest  calculation  did  not  take  into  account 
the  beginning  cash  balance.  If  this  were  taken  into  account  the 
state  would  have  paid  more  interest. 

~     One  grant  operated  under  a  clearance  pattern  that  had  not  yet 
been  approved  by  the  federal  government.  When  the 
department  calculated  the  interest  liability  they  did  not  use  the 
approved  pattern  for  interest  calculations.  This  may  have 
resulted  in  more  interest  due  to  the  federal  government. 

For  one  grant  the  department  calculated  the  interest  due  two 
ways  and  selected  the  computation  that  resulted  in  the  lowest 
interest  due  to  the  federal  government  rather  than  using  the 
proper  method. 

~     For  one  grant  the  department  used  amounts  rounded  to  the 
nearest  thousand  dollars.  This  is  not  allowable  based  on  the 
cash  management  agreement. 

Department  personnel  corrected  these  issues  in  the  fiscal  year  1996- 
97  interest  calculation  process.  The  department  needs  to  recompute 
fiscal  years  1995-96  and  1996-97  interest  calculations  to  determine 
any  additional  amounts  owed  to  or  due  from  the  federal  goverimient. 

Recommendation  #22 

We  recommend  the  department: 

A.  Ensure  interest  calculations  are  proper. 

B.  Recalculate  the  amount  of  Interest  owed  to  or  due  from  the 
federal  government  for  fiscal  years  1995-96  and  1996-97. 


Federally  Funded  When  a  construction  project  is  funded  with  federal  fiinds,  the  agency 

Construction  Projects  responsible  for  the  federal  funds  is  required  to  notify  A&E  to  ensure 

federal  requirements  are  met  during  the  contract  process.  It  is 
unclear  who  is  responsible  for  federal  compliance  requirements  when 
the  federal  grant  is  given  to  one  state  agency,  but  A&E  uses  the 
fiinds  for  construction.  There  is  no  written  agreement  between  A&E 
and  the  state  agencies  with  federal  construction  money  to  document 
who  is  responsible  for  complying  with  federal  regulations. 
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One  federal  requirement  the  depaitment  must  comply  with  requires 
verification  that  a  contractor  has  not  been  debarred  or  suspended 
from  participating  in  federal  projects  prior  to  issuing  a  contract  that 
is  federally  funded.  To  ensure  compliance  with  the  law  regarding 
debarred  and  suspended  parties,  A&E  has  the  contractor  sign  a 
certification  stating  the  company  has  not  been  debarred  or 
suspended.   Under  federal  regulations,  this  signed  certification  by 
the  contractor  is  not  adequate  to  document  compliance  with  the 
regulation.  The  federal  government  publishes  a  list  of  debarred  and 
suspended  contractors  which  the  department  should  review  prior  to 
selecting  the  contractor. 


Section  18-2-403(5),  MCA,  specifies  that  the  Montana  preferences 
do  not  apply  to  federally  funded  projects.  The  department  must 
exclude  these  preferences  from  construction  projects  that  include 
federal  funds,  or  include  a  clause  in  the  contract  that  states  these 
preferences  do  not  override  federal  requirements. 

In  our  sample  of  23  projects,  we  identified  three  projects  which  were 
either  partially  or  fully  funded  with  federal  funds.  Only  one  of  the 
three  contracts  specified  in  the  contract  that  the  projects  were 
federally  funded.  Since  two  of  the  projects  did  not  specify  they  were 
federal  projects  they  did  not  use  the  federal  contract  language  which 
includes  the  clause  that  states  Montana  preferences  do  not  apply. 
One  of  the  contracts  did  not  include  the  debarred  and  suspended 
party  certification  that  is  required  by  A&E. 

As  a  result  of  the  issues  discussed  above,  we  question  the  Sport  Fish 
Restoration  Grant  (Catalog  of  Federal  Domestic  Assistance  (CFDA) 
#15.605)  in  the  amount  of  $26,676,  and  the  Outdoor  Recreation  - 
Acquisition,  Development  and  Planning  Grant  (CFDA  #15.916)  in 
the  amount  of  $42,477.  Both  of  these  grants  were  subgrants  through 
the  state  Department  of  Fish,  Wildlife  and  Parks. 
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Recommendation  #23 

We  recommend  the  department: 

A.  Enter  into  a  written  agreement  with  each  agency  that  is 
supplying  federal  funds  for  a  project  that  outlines  who  is 
responsible  for  ensuring  compliance  with  federal 
requirements. 

B.  Verify  whether  a  contractor  in  a  federally  funded  project 
has  been  debarred  or  suspended  prior  to  fmalizing  contracts. 

C.  Include  a  statement  in  federally  funded  construction  projects 
that  specifies  state  preferences  do  not  override  federal 
requirements. 


Schedule  of  Federal  The  department  receives  federal  financial  assistance  from  several 

Financial  Assistance  federal  agencies  and  some  state  agencies.  The  Single  Audit  Act 

requires  states  to  prepare  a  Schedule  of  Federal  Financial  Assistance 
which  includes  all  federal  financial  assistance  provided  to  the  state. 
Federal  regulations  further  require  state  agencies  to  develop  internal 
control  systems  to  ensure  all  federal  money  is  spent  in  accordance 
with  federal  requirements.  We  noted  the  department  did  not  include 
federal  financial  assistance  received  during  fiscal  years  1995-96  and 
1996-97  on  its  Schedule  of  Federal  Financial  Assistance  as  follows. 

The  department  received  a  subgrant  through  the  state  Depart- 
ment of  Justice  from  the  Drug  Control  and  System  Improve- 
ment-Formula Grant  (CFDA  #16.579).  Department  personnel 
were  not  aware  the  funds  were  federal  financial  assistance. 
Department  personnel  indicated  the  grant  agreement  went  to 
program  personnel  instead  of  the  accounting  persoimel. 

~     The  department  receives  federal  flood  control  money  from  the 
Department  of  Defense  (CFDA  #12. 106).  The  department  has 
received  this  money  for  many  years.  Department  accounting 
personnel  indicated  they  were  not  aware  of  the  grant. 

~     In  fiscal  year  1995-96,  the  department  did  not  include  the 
amount  of  administrative  fees  they  received  from  the 
Department  of  the  Treasury  for  maintaining  the  Cash 
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Management  Improvement  Act  Agreement  (CFDA  #21 .999). 
Department  personnel  did  not  consider  this  federal  assistance. 

We  also  noted  the  grant,  from  the  U.S.  Department  of 
Education  (CFDA  #  84.053),  to  the  Vocational  Education 
Council,  a  terminated  state  agency,  was  not  included  on  the 
schedule. 

The  accounting  persoimel  responsible  for  reporting  federal  assistance 
are  not  being  notified  of  all  federal  assistance  the  department 
receives.  If  appropriate  department  personnel  are  not  aware  of 
federal  assistance,  they  caimot  ensure  it  is  spent  in  accordance  with 
federal  requirements  and  included  on  the  department's  grant 
schedule. 

Recommendation  #24 

We  recommend  the  department  establish  procedures  to  ensure  all 
federal  financial  assistance  is  reported  on  the  Schedule  of  Federal 
Financial  Assistance. 


Proper  Recording  of 
Financial  Information 


Title  17,  MCA,  sets  forth  requirements  for  recording  the  state's 
financial  activity.  State  accounting  policy  provides  further  guidance 
on  how  to  record  activity  in  accordance  with  state  law.  We  noted 
several  instances  where  the  department  did  not  properly  record 
financial  activity  on  the  Statewide  Budgeting  and  Accounting  System 
(SBAS)  in  accordance  with  state  law  and  accounting  policy.  The 
following  sections  discuss  ways  the  department  can  improve  its 
compliance  with  state  law  and  policy. 


Capital  Projects 


To  comply  with  generally  accepted  accounting  principles,  the 
department  established  a  policy  requiring  accounting  for  major 
construction  projects  in  the  Capital  Projects  Fund.  State  accounting 
policy  requires  all  capital  building  projects  in  excess  of  $500,000  be 
recorded  in  the  Capital  Projects  Fund.  Under  state  accounting 
policy  in  effect  during  our  audit  period,  the  agency  which  was 
funding  the  project  was  responsible  for  establishing  a  Capital 
Projects  Fund  and  providing  the  department  access  to  record  project 
expenditures. 
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While  we  were  performing  audit  work  at  the  Architecture  and 
Engineering  Division,  we  noted  expenditures  were  charged  to  funds 
other  than  the  Capital  Projects  Fund.  We  noted  several  state 
agencies  were  not  complying  with  state  accounting  policy.  This 
resulted  in  an  understatement  of  expenditures  in  the  Capital  Projects 
Fund  of  $2,015,112  and  $3,195,551  in  fiscal  years  1995-96  and 
1996-97,  respectively,  and  an  overstatement  of  expenditures  in  the 
Special  Revenue  Fund  of  $1,727,921  and  $3,195,551  in  the  same 
fiscal  years,  respectively.  In  addition.  General  Fund  expenditures 
were  overstated  by  $287,191  in  fiscal  year  1995-96. 


Generally  accepted  accounting  principles  define  an  Agency  Fund  as 
a  fund  used  to  account  for  property  held  in  trust.  Revenues  and 
expenditures  should  not  be  recorded  in  this  fund.  The  department 
has  recorded  expenditures  related  to  capital  building  projects  in  the 
Agency  Fund.  The  department  uses  this  method  for  projects  that 
were  started  prior  to  fiscal  year  1993-94  and  all  projects  resulting 
from  an  insurance  claim  through  Ton  Claims.  There  was  also  a 
project  funded  with  inmate  welfare  money  at  Montana  State  Prison 
that  was  recorded  in  the  Agency  Fund.  Sources  of  money  for  the 
inmate  welfare  account  include  canteen  profits  and  telephone 
rebates.  This  activity  should  have  been  recorded  in  the  Capital 
Projects  Fund. 

Department  persoimel  were  not  aware  agencies  were  not  complying 
with  state  policy.  Since  the  department  is  responsible  for  contracting 
the  construction  project,  it  can  easily  identify  which  capital  projects 
should  be  recorded  in  the  Capital  Projects  Fund.  Because  the 
department  records  the  expenditures  related  to  the  project,  persoimel 
should  be  aware  when  other  agencies  are  not  complying  with  the 
policy. 

After  this  issue  was  brought  to  the  attention  of  department 
management,  the  department  issued  a  new  state  accounting  policy. 
This  policy  changed  the  responsibility  for  establishing  the  Capital 
Projects  Fund  from  the  funding  agencies  to  the  depanment.  This 
should  alleviate  some  of  the  problems,  but  the  department  should 
continue  to  work  with  agencies  to  ensure  the  agencies  understand  the 
importance  of  properly  recording  capital  building  projects. 
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Recommendation  #25 

We  recommend  the  department  continue  worliing  with  state 
agencies  to  ensure  capital  building  projects  are  recorded  in 
accordance  with  state  law  and  policy. 


Flexible  Spending-Consist-  Section  17-1-102(2),  MCA,  states  the  department  shall  prescribe  and 

ency  of  Reporting  install  a  uniform  accounting  and  reporting  system  for  state  agencies. 

This  system  should  account  for  activities  in  various  state  agencies 
consistently.  The  department's  accounting  bureau  classified  flexible 
spending  plans  administered  by  the  department  as  Enterprise  Fund 
activity  near  the  end  of  fiscal  year  1996-97.  Although  the  Office  of 
the  Commissioner  of  Higher  Education  (CHE)  operates  the  Montana 
University  System  (MUS)  flexible  spending  plan,  the  department  did 
not  advise  CHE  to  reclassify  its  flexible  spending  activity.  As  a 
result,  the  state's  accounting  system  had  inconsistent  recording  of  the 
two  flexible  spending  plans. 

A  department  official  said  the  department  overlooked  the  MUS 
flexible  spending  plan,  because  the  flexible  spending  account  was 
combined  with  the  MUS  insurance  plan  in  the  state's  Comprehensive 
Aimual  Financial  Report.  CHE  management  said  the  depanment 
had  advised  them  on  fund  placement  for  the  MUS  flexible  spending 
plan  several  years  earlier. 

Recommendation  #26 

We  recommend  the  department  work  with  the  Office  of  the 

Commissioner  of  Higher  Education  to  ensure  consistent 

classification  of  flexible  spending  plans  on  the  state's  accounting 

records. 
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Surplus  Property-Property  The  Property  and  Supply  Bureau  of  the  department  is  charged  with 

Held  in  Trust  disposing  of  surplus  items  received  from  other  state  agencies.  When 

surplus  items  are  received,  they  are  offered  to  other  state  agencies 
and,  if  not  utilized  by  them,  the  property  is  offered  to  local 
governments  and  finally,  to  the  general  public.  When  an  item  is 
sold,  the  amount  above  the  administrative  fee  is  returned  to  the 
General  Fund  or  other  funds  as  required  by  law.  The  amount  to  be 
returned  is  recorded  by  the  department  as  property  held  in  trust 
(PHIT). 

According  to  state  accounting  policy,  the  PHIT  account  is  to  be  used 
when  the  state  entity  is  acting  in  a  fiduciary  capacity.  The  amounts 
recorded  in  this  account  represent  amounts  that  belong  to  the  state's 
General  Fund  or  other  state  agencies,  which  are  part  of  the  state 
entity,  not  entities  external  to  state  government.  The  correct  entries 
to  record  this  activity  are  dependent  on  the  ownership  of  the  surplus 
items  at  the  time  of  transfer  to  the  Property  and  Supply  Bureau.  If  it 
is  determined  the  property  is  owned  by  the  bureau  the  correct  entry 
would  be  to  record  an  accounts  payable  for  the  amount  to  be 
returned.  If  the  bureau  does  not  have  ownership  of  the  property 
then  a  different  liability  account  should  be  used.  Department 
personnel  stated  they  had  not  previously  questioned  the  appropriate- 
ness of  the  use  of  the  account.  The  use  of  this  account  overstates  the 
amount  recorded  as  property  held  in  trust  by  $26,278  and  $2,677  at 
June  30,  1996  and  1997,  respectively. 

Recommendation  #27 

We  recommend  the  department  determine  the  ownership  of 
surplus  property  and  record  amounts  payable  to  the  General 
Fund  or  other  funds  in  accordance  with  state  accounting  policy. 
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Vocational-Technical 
Education  Levy 


Section  20-25-439,  MCA,  requires  the  county  commissioners  of 
Cascade,  Lewis  and  Clark,  Missoula,  Silver  Bow,  and  Yellowstone 
counties  to  levy  1 .5  mills  on  the  taxable  value  of  all  taxable  propeny 
located  within  their  counties.  The  law  states,  "The  funds  from  the 
mill  levy  must  be  deposited  in  the  General  Fund  and  must  be  distri- 
buted for  vocational -technical  education  on  the  basis  of  budgets 
approved  by  the  board  of  regents. " 


Prior  to  fiscal  year  1996-97,  moneys  from  these  levies  were 
deposited  in  the  Special  Revenue  Fund.  During  our  audit  of  the 
Office  of  the  Commissioner  of  Higher  Education  (CHE),  we  noted 
tax  revenues  in  the  Special  Revenue  Fund  were  overstated  and 
General  Fund  revenues  at  the  department  were  understated  by 
$314,086.  Since  counties  remit  these  levies  on  their  monthly  county 
collection  report,  personnel  in  the  department's  treasury  unit  had 
responsibility  to  record  the  receipts  in  the  General  Fund. 

Department  personnel  indicated  the  revenue  did  not  appear  in  the 
General  Fund  on  CHE's  accounting  records  because  the  department 
administers  the  General  Fund.  Recording  these  mill  levies  in  the 
General  Fund  at  CHE  would  facilitate  monitoring  of  the  regent's 
disbursement  responsibilities  under  state  law  concerning  these  taxes. 

Recommendation  #28 

We  recommend  the  department  record  the  vocational-technical 
education  levies  in  the  General  Fund  at  the  Office  of  the  Commis- 
sioner of  Higher  Education  to  facilitate  monitoring  of 
disbursement  restrictions  in  state  law. 


Collateral  Reserves 


Section  17-6-102,  MCA,  requires  financial  institutions  in  which  state 
money  has  been  deposited  to  provide  collateral  with  a  market  value 
equal  to  50  percent  of  the  value  of  funds  deposited  in  excess  of  the 
federal  deposit  insurance  corporation  insured  amount.  The  depart- 
ment is  responsible  for  calculating  the  amount  of  collateral  that  is 
held  and  ensuring  each  bank  is  properly  collateralized.  The 
department  performs  this  calculation  based  on  the  information 
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various  state  agencies  record  on  SBAS.  The  calculation  is  performed 
on  a  bank  by  bank  and  branch  by  branch  basis. 

There  are  several  types  of  cash  accounts  recorded  on  SBAS. 
Custodian  cash  account  balances  are  only  recorded  on  SBAS  at  fiscal 
year-end.  These  accounts  have  a  tendency  to  fluctuate  significantly 
throughout  the  year.  We  noted  one  account  that  had  a  balance  of 
$169,829  recorded  on  SBAS  when  actual  cash  in  the  account  reached 
as  high  as  $287,858.  Since  the  department  calculates  the  collateral 
reserves  based  on  the  amount  recorded  on  SBAS,  this  bank  was 
under  collateralized  by  $12,052. 

We  also  noted  three  state  agencies  had  moved  accounts  from  one 
bank  to  another  bank  and  one  agency  closed  its  bank  account  without 
notifying  the  depanment  or  changing  the  information  that  is 
recorded  on  SBAS.  Because  of  this,  several  banks  had  excess 
collateral.  The  banks  the  money  was  moved  to  were  sufficiently 
collateralized,  but  this  could  have  resulted  in  a  bank  being  under 
collateralized. 

Department  personnel  indicated  they  rely  on  other  state  agencies  to 
provide  them  with  accurate  bank  information.  Department  persoimel 
also  stated  they  are  unable  to  get  accurate  information  on  custodial 
accounts  since  agencies  are  only  required  to  record  balances  at  year- 
end.  State  policy  requires  all  state  agencies  to  go  through  the 
department  prior  to  initiating  or  changing  cash  accounts.  The 
department  should  implement  procedures  to  spot  check  accounts  with 
agencies  to  help  enforce  the  policy.  The  department  needs  to 
implement  procedures  to  ensure  they  have  accurate  and  timely 
information  on  custodian  accounts. 

Recommendation  #29 

We  recommend  the  department  establish  procedures  to  ensure 
the  banks  and  bank  account  amounts  are  properly  recorded  on 
SBAS,  and  develop  procedures  to  accurately  account  for 
custodial  accounts  to  ensure  bank  collateralization  is  adequate. 
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Terminated  Agency 


The  Montana  Vocational  Education  Council  terminated  operations  in 
fiscal  year  1996-97  (see  pages  B-1  through  B-12  for  financial 
schedules  of  the  Council).  When  an  agency  ceases  to  function, 
section  2-19-102,  MCA,  states  the  department  receives  all  real  and 
personal  property  of  the  agency,  including  all  books,  records  and 
accounts.  The  department  shall  also  identify  remaining  assets  and 
liabilities,  inventory  all  personal  property  of  the  agency,  and  pay 
creditors  of  the  agency.  We  found  financial  records  for  fiscal  year 
1996-97  in  the  possession  of  a  former  council  employee  rather  than 
in  the  custody  of  the  department. 


We  inspected  council  accounting  records  held  by  the  department  and 
noted  that  the  council  had  followed  state  policy  for  agency 
terminations  with  regard  to  the  records  transferred  to  the 
department.  Department  personnel  involved  with  the  council's 
termination  had  not  reviewed  the  records  for  completeness.  We 
noted  state  policy  regarding  agency  terminations  focuses  on  the 
responsibilities  of  officials  at  the  agency  rather  than  procedures 
which  should  be  followed  by  the  department  to  ensure  operations  are 
closed  according  to  provisions  of  state  law. 

Recommendation  ffiO 

We  recommend  the  department  establish  procedures  to  ensure 
responsibilities  for  the  termination  of  agencies  are  met  in 
compliance  with  section  2-19-102,  MCA. 


Ethics  Disclosure 


Section  2-2-131,  MCA,  requires  public  employees  to  disclose  to  the 
Secretary  of  State  the  nature  of  private  interests  that  may  impinge  on 
public  duty.  State  law  further  defines  a  private  interest  to  include  a 
directorship  or  officership  in  a  business.  The  department  has  a 
representative  on  the  board  of  directors  of  a  corporation  who  is 
acting  as  the  corporation's  treasurer.  The  employee  is  also 
responsible  for  the  state  program  that  is  being  represented.  Since  the 
employee  holds  a  directorship  and  an  officership  of  the  corporation, 
even  though  it  is  within  the  employee's  job  duties,  this  position  may 
impinge  on  die  employee's  public  duty.  For  example,  if  the 
department  decides  to  contribute  money  or  pay  dues  to  this 
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corporation  the  employee  would  be  responsible  for  authorizing  that 
payment.  Good  management  control  would  dictate  that  someone 
other  than  the  employee  authorize  payments  to  this  corporation. 

The  employee  was  not  aware  of  the  disclosure  requirements. 
Department  personnel  indicated  there  is  not  a  system  in  place  that 
would  identify  these  types  of  situations.  Personnel  stated  that  all 
employees  have  access  to  the  law  and  should  be  aware  of  it,  but  that 
does  not  ensure  all  employees  have  read  the  law.  Personnel  further 
stated  when  legal  counsel  becomes  aware  of  these  situations,  they 
will  instruct  the  employee  on  how  to  comply  with  this  law. 

Given  the  nature  of  this  department  and  the  type  of  organizations 
with  which  employees  may  be  involved,  it  is  important  the 
department  develop  methods  of  educating  employees  on  the  state 
ethics  law  and  help  employees  file  appropriate  disclosures. 

Recommendation  #31 

We  recommend  the  department  establish  procedures  to  ensure 
employees  are  notified  about  the  disclosure  requirements  under 
the  state  ethics  law. 


State  Fund  Cost  ^^^^  ^^^  ^^^  established  a  state  fund  cost  allocation  plan  that 

Allocation  Plan  allocates  general  government  costs  that  are  funded  by  the  General 

Fund  to  agencies  served  by  these  programs.  The  department 
allocates  these  general  government  costs  by  agency  and  fund,  then 
bills  agencies  for  costs  related  to  funds  other  than  the  General  Fund 
or  Federal  Special  Revenue  Fund. 

The  costs  allocated  in  fiscal  years  1995-96  and  1996-97  were  based 
on  budgets  for  fiscal  year  1994-95  adjusted  for  inflation.  The  costs 
are  allocated  in  several  ways,  for  example  the  financial  reporting 
section  of  the  department  is  allocated  based  on  the  number  of 
transactions  processed  on  the  accounting  system,  while  the  State 
Personnel  Division's  costs  are  allocated  based  on  the  number  of 
classified  employees  at  each  agency. 
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The  process  used  by  the  department  to  allocate  costs  is  reasonable. 
However,  some  of  the  amounts  used  in  the  calculations  were 
modified  for  various  reasons.  The  manner  in  which  these  numbers 
were  modified  and  the  reasons  behind  the  modifications  were  not 
documented.  The  employee  responsible  for  performing  this  work 
has  been  temporarily  assigned  to  another  department  and  could  not 
explain  the  changes.  It  is  important  the  allocations  are  documented 
in  a  manner  that  a  third  party  can  re-create  the  work,  or  understand 
why  the  calculations  were  used. 

Recommendation  #32 

We  recommend  the  department  develop  and  implement  docu- 
mentation standards  for  the  state  fund  cost  allocation  plan. 


Custodian  of  State 
Property 


Section  2-17-1 II,  MCA  states  "The  department  of  administration  is 
custodian  of  all  state  property  in  the  state  capitol  area,  which  is  the 
geographic  area  within  a  lO-mile  radius  of  the  state  capitol."  State 
law  also  provides  that  the  department  is  responsible  for  approving  all 
custodial,  maintenance,  and  security  work  done  on  state-owned  or 
leased  buildings  in  the  state  capitol  area. 


The  department  performs  custodian  duties  for  the  buildings  it 
controls,  but  there  are  buildings  in  Helena  the  department  does  not 
control.  Department  personnel  indicated  there  are  written 
agreements  between  the  Department  of  Administration  and  two  other 
agencies,  that  delegate  these  responsibilities.  The  department  does 
not  have  written  agreements  with  other  state  agencies  that  are 
delegated  these  responsibilities.  ' 

Department  personnel  indicated  they  do  not  have  sufficient  resources 
to  maintain  and  control  all  buildings.  Personnel  stated  the  legisla- 
ture budgets  the  cost  of  maintenance  for  several  of  these  buildings  at 
the  individual  state  agencies.  When  the  department  delegates  this 
authority,  it  should  be  written  and  it  should  clearly  identify  which 
responsibilities  were  delegated.  By  not  maintaining  control  the 
department  increases  the  risk  that  buildings  are  not  properly 
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maintained,  and  increases  the  risk  the  costs  to  maintain  the  buildings 
may  be  higher  than  necessary. 


Recommendation  #33 

We  recommend  the  department  comply  with  state  law  and 
maintain,  either  directly  or  through  written  delegation,  all  state 
buildings  within  the  state  capitol  area. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of 
the  Department  of  Administration  for  each  of  the  two  fiscal  years  ended  June  30,  1996  and  1997.  The 
information  contained  in  these  financial  schedules  is  the  responsibility  of  the  department's  management. 
Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets,  liabilities,  and  cash  flows. 

The  department  did  not  comply  with  state  policy  and  record  major  construction  projects  in  the  correct 
funds  which  resulted  in  an  understatement  of  capital  outlay  expenditures  and  transfers-in  of  $2,015,1 12 
and  $3,195,551  in  the  Capital  Projects  Fund  in  fiscal  years  1995-96  and  1996-97,  respectively.   In 
addition,  transfers-out  are  understated  and  capital  outlay  expenditures  are  overstated  by  $287,191  and 
$1,727,921,  in  fiscal  year  1995-96  in  the  General  and  Special  Revenue  Funds,  respectively,  and 
$3,195,551  in  tlie  Special  Revenue  Fund  in  fiscal  year  1996-97.  Miscellaneous  revenues  and  capital 
outlay  expenditures  are  overstated  in  the  Agency  Fund  by  $129,732  and  $66,810  in  fiscal  years  1995-96 
and  1996-97,  respectively.   In  fiscal  year  1995-96  cash  transfers  in  are  overstated  by  $47,317,  capital 
outlay  expenditures  are  overstated  by  $45,863  and  the  July  1,  1995  fund  balance  is  understated  by 
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$1,454  in  the  Agency  Fund.  Capital  Projects  Fund  revenues  and  expenditures  are  understated  by 
$175,595  and  $66,810  in  fiscal  years  1995-96  and  1996-97,  respectively. 

In  our  opinion,  except  for  the  effects  of  recording  major  construction  projects  as  described  in  the 
preceding  paragraph,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects, 
the  results  of  operations  and  changes  in  fund  balances/property  held  in  trust  of  the  Department  of 
Administration  for  the  two  fiscal  years  ended  June  30,  1996  and  1997,  in  conformity  with  the  basis  of 
accounting  described  in  note  1 . 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  16,  1998 
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FUND  BALANCE  July 
PROPERTY  HELD  IN  T 

ADDITIONS 
Budgeted  Revenues ) 
Nonbudgeted  Revenu 
Prior  Year  Revenues . 
Cash  Transfers  In  (Oi 
Direct  Entries  to  Func 
Additions  to  Properly 

Total  Additions 

REDUCTIONS 
Budgeted  Expenditure 
Nonbudgeted  Expendi 
Pnor  Year  Expenditurf 
Reductions  to  Propert 

Total  Reductions 

FUND  BALANCE  June 
PROPERTY  HELD  IN  Tl 

See  note  5  on  page  A-2: 


This  schedule  is  prepare 


$1,454  in  the  Agency  Fund.  Capital  Projects  Fund  revenues  and  expenditures  are  understated  by 
$175,595  and  $66,810  in  fiscal  years  1995-96  and  1996-97,  respectively. 

In  our  opinion,  except  for  the  effects  of  recording  major  construction  projects  as  described  in  the 
preceding  paragraph,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects, 
the  results  of  operations  and  changes  in  fund  balances/property  held  in  trust  of  the  Department  of 
Administration  for  the  two  fiscal  years  ended  June  30,  1996  and  1997,  in  conformity  with  the  basis  of 
accounting  described  in  note  1 . 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  16,  1998 
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DFPARTMENT  OF  ADMINISTRATION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES  &  PROPERTY  HELD  IN  TRUST 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1997 


ADDITIONS 

Budgeted  Revenues  &  Transfers-ln 

Nonbudgeted  Revenues  &  Transfers-ln 

Pnor  Year  Revenues  &  Transfers-ln  Adjustments 

Cash  Transfers  In  (Out) 

Direct  Entnes  to  Fund  Balance 

Additions  to  Property  Held  in  Trust 
Total  Additions 

REDUCTIONS 
Budgeted  Expenditures  &  Transfers-Out 
Nonbudgeted  Expenditures  &  Transfers-Out 
Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Reductions  to  Property  Held  in  Trust 

Total  Reductions 


General  Fund 

Special  Revenue 
Fund 

Debt  Service 
Fund 

Capital  Projects 
Fund 

Enterpnse  Fund 
$               482,920 

772,313 

2,777,200 

78,262 

25,240 

393,709  ' 

4,046,724 

3,425,137 

(16,793) 

3,043 

Internal  Service 
Fund 

I 

$; 

Agency  Fund 

0       '. 
124.671,367 

66810 

21,222,004 

Expendable 
Trust  Fund 

Nonexpendable 
Trust  Fund 

Unexpended 
Plant  Fund 

Renewal  & 

Replacement 

Fund 

E          71.382.465 

J            2,489,455       : 

2,322,585 

23,362 

122,223 

6,278.160 

S            7.535131 

8.115 
6.920.847 

53.656.667 

$            6.599,361 

34.526,531 

151,572 

102,105 

6,757,871 

S          31,169046 

t               320.619 
103.798 

$                      224 

$           (1,076.860)      : 
2  964.968 

t                (41.470) 
119.775 

76,373.109 

(267,165) 

20,307 

(61.675.473) 

(831) 

91,264,765 
237,324 

(1,430.286) 

40.523 

(185.769)' 

14,449,947 

8,746,330 

9,583,968 
63,216 
28,503 

60.585,629 

63,845,930 
260 

41,538,079 

26.833,426 
252,044 

89.926.557 

91.943.882 
1.185.938 
(553.445) 

21.288.614 

66.610 

68.026.676 
68.093.486 

103.798 

0 

2.964.956 
2.855.856 

119,775 

10775,269 
5,802 

191.912 

100,309 

10,781.071 

9,675,687 
$             1,560,098        S 

63,846.190 
;            4.274.570 

27,085,470 
$          21,051,970 

3,411,387 
$             1,118,257 

92.576.375 
$          28,519.228 

191.912 
S               232.505 

0 
$                      224 

2.855.856 
$              (967.760) 

100,309 

;          75.051.361 

0       1 
77.866.715 

$                (22,004) 

See  note  5  on  page  A-22 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System    Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-17 
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FUND  BALANCE  July  1 
PROPERTY  HELD  IN  TF 

ADDITIONS 
Budgeted  Revenues  & 
Nonbudgeted  Revenue 
Prior  Year  Revenues  & 
Cash  Transfers  In  (Out 
Direct  Entries  to  Fund  I 
Additions  to  Property  H 

Total  Additions 

REDUCTIONS 
Budgeted  Ejcpenditures 
Nonbudgeted  Expenditi 
Pnor  Year  Expenditures 
Reductions  to  Property 

Total  Reductions 

FUND  BALANCE  June  3 
PROPERTY  HELD  IN  TR 

See  note  5  on  page  A-22 
This  schedule  is  preparec 


nFPARTMENT  OF  ADMINISTRATION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES  8,  PROPFRTY  HELD  IN  TRUST 

FOR  THE  FISCAI  YFAR  ENDED  JUNE  30   1396 


General  Fund 

Special  Revenue 
Fund 

Debt  Service 
Fund 

Capital  Projects 
Fund 

Enterpnse  Fund 
$                  (1,809) 

Internal  Sefvice 
Fund 

$ 

Agency  Fund 

(1,454)      ! 
112,317,328 

129,732 

47,317 

17,878,370 
18,055,419 

129,732 
45,863 

5,524,311 
5,699,906 

Expendable 
Trust  Fund 

Nonexpendable 
Trust  Fund 

Unexpended 
Plant  Fund 

Renevral  & 

Replacement 

Fund 

t           53,434.454 

$            2,421,731        1 

2,769,100 
25,473 

6768,008 
(129,732)' 

t           14.347,347 

19.476 
8.585.164 

53.758183 

$          29,703,402 

1.704,699 
193,126 

367.440 

$          22,143,707 

93,351,282 

62  120 

5,377 

183,163 

(557,155)' 

t                        0 

340,457 
200,905  ' 

S                      248 
(24) 

$              (917,538)      1 
7,480,605 

S              (650,261) 
1,986,672 

74,495,176 

124,848 

4,641 

(42,356.700) 

837,222 

748,038 
407,369  ' 

32.267.965 

14,366,026 
(46.092) 

9,432,849 

9,239,735 
79,571 
45,819 

62,362,823 

69,163,751 
11,288 

2,265,265 
25,369,306 

1,992,629 

1,481,791 
26,109 

87,375  135 

(2,390,333) 

(965,354) 

541,362 
220,743 

(24) 

7,480,605 
7,639  927 

1.986,672 
1,377,881 

14,319,934 

9,365.125 
$            2,489.455       S 

69,175,039 
1            7,535,131 

25,369,306 
$            6,599,361 

1,507,900 
$               482,920 

84,019,448 
$          31,169,046 

220,743 
5               320,619 

0 
$                      224 

7.639,927 

1,377,881 

71.382,485 

0      : 

I           11,076,860) 

$                (41,470) 

124,671,387 

ADDITIONS 

Budgeted  Revenues  &  Transfers-ln 

Nonbudgeted  Revenues  &  Transfers-ln 

Pnof  Year  Revenues  S  Transfers-ln  Adjustments 

Cash  Transfers  In  (Out) 

Direct  Entnes  to  Fund  Balance 

Additions  to  Property  Held  in  Trust 
Total  Addrtions 

REDUCTIONS 
Budgeted  Expenditures  &  Transfers-Out 
Nonbudgeted  Expenditures  &  Transfers-Out 
Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Reductions  to  Property  Held  in  Trust 

Total  Reductions 


'  See  note  5  on  page  A-22 
This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System    Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-17 
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TOTAL  REVENUES  &  TF 
Licenses  and  Permits 
Taxes 

Charges  for  Services 
Investment  Earnings 
Fines  and  Forfeits 
Sale  of  Documents,  Mei 
Rentals,  Leases  and  Rg 
Contnbutions  and  Prem 
Miscellaneous 
Grants.  Contracts,  Dona 
Other  Financing  Source 
Federal 

Total  Revenues  &  Transfe 

Less        Nonbudgeted  Ri 

Prior  Year  Rever 

Actual  Budgeted  Revenue 

Estimated  Revenues  & 

Budgeted  Revenues  &  Tr; 

BUDGETED  REVENUES 
Licenses  and  Permits 
Taxes 

Charges  for  Services 
Investment  Earnings 
Fines  and  Forfeits 
Sale  of  Documents,  Mer 
Rentals,  Leases  and  Ro 
Contnbutions  and  Prem 
Miscellaneous 
Grants,  Contracts,  Dona 
Other  Financing  Source 
Federal 

Budgeted  Revenues  &  Trj 


This  schedule  is  prepared 


pFpARTMENT  OF  ADMINISTRATION 

■■^CHFDULE  OF  TOTAL  REVENUES  &  TRANSFERS-IN 

pnR  THF  FISCAL  YEAR  ENDED  JUNE  30   1997 


TOTAL  REVENUES  &  TRANSFERS-IN  BY  CLASS 

Licenses  and  Permtts 

Taxes 

Charges  for  Servrces 

Investment  Earnings 

Fines  and  Forfeits 

Sale  of  Documents,  Merchandise  and  Property 

Rentals,  Leases  and  Royalties 

ContnbLrtions  and  Premiums 

Miscellaneous 

Grants,  Contracts,  Donations  and  Abandonments 

Other  Financing  Sources 

Federal 
Total  Revenues  &  Transfers-ln 


Special  Revenue 

Debt  Service 

Capital  Projects 

Internal  Service 

Expendable  Trust 

Fund 

Fund 

Fund 

Enterpnsi 

5  Fund 

Fund 

Agency  Fund 

Total 

1,487 

$ 

1,487 

830.174 

830,174 

1,025,606 

$                  47,843        : 

E                 657,227 

$                271,339 

S              3,627,775 

$           83,319,885 

88,949,675 

14  924918 

129,528 

395,104 

1.050,341 

2,766,511 

19,266,402 

3,693.963 

3,585,480 

3,693,963 
3,585.480 

8.330 

4,730 

8.330 
4,730 

87 

442,526 

2,100 

277.671 

$                   66,810 

$                 103,798 

346,668 
546.324 

55,401.792 

1,333,202 

5,876,631 

33,456,428 

117,526 

96.185.579 

239,894 

515,071 

754.965 

214,173.777 


Less       Nonbudgeted  Revenues  &  Transfers-ln 

Prior  Year  Revenues  &  Transfers-ln  Adjustments 
Actual  Budgeted  Revenues  &  Transfers-ln 

Estimated  Revenues  &  Transfers-ln 
Budgeted  Revenues  &  Transfers-ln  Over  (UnderJ  Estimated 


1.497,716       $_ 


120,220.3671      $_ 


237.324 
(1.430.2661 


7.601.649       $  . 


10.013.748 
(1.107.389) 


Charges  for  Services 
Investment  Earnings 
Fines  and  Forferts 

Sale  of  Documents.  Merchandise  and  Property 
Rentals.  Leases  and  Royalties 
Contnbutions  and  Premiums 
Miscellaneous 

Grants,  Contracts,  Donations  and  Abandonments 
Other  Financing  Sources 
Federal 
Budgeted  Revenues  &  Transfers-ln  Over  (under)  Estimated 


(1.513) 
(269.826) 

87.167 
(367.028) 
668,311 

3,330 


1.387.361 
(10,106) 


(500,000) 
(231,790) 
(452,093) 
(613,155) 


1,600 
(18,796,847) 


(41,037) 
(734,789) 


(13,885)       $  120,220,367)       %  _ 


7.601.649       $ 


(1,513) 

(269.826) 

8,667,367 

(1,223,944) 

668,311 

(741.071) 

3,330 

0 

(539.437) 

(231,790) 

(18,598,346) 

(823.261) 

(13.090.182) 


T>iis  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System    Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  pege  A-17 
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TOTAL  REVENUES  &  IF 
Licenses  and  Permits 
Charges  for  Serv/ices 
Investment  Earnings 
Fines  and  Forfeits 
Sale  of  Documents,  Me 
Rentals,  Leases  and  Ro 
Miscellaneous 
Grants,  Contracts,  Doni 
Other  Financing  Source 
Federal 

Total  Revenues  &  Transfe 

Less        Nonbudgeted  R 

Pnor  Year  Revei 

Actual  Budgeted  Revenui 

Estimated  Revenues  & 

Budgeted  Revenues  &  Tn 

BUDGETED  REVENUES 
Licenses  and  Permits 
Charges  for  Services 
Investment  Earnings 
Fines  and  Forfeits 
Sale  of  Documents,  Mei 
Rentals,  Leases  and  Ro\ 
Miscellaneous 
Grants,  Contracts,  Don; 
Other  Financing  Source 
Federal 

Budgeted  Revenues  &  Tr< 


This  schedule  is  prepared 


( 


DEPARTMENT  OF  ADMINISTRATIOIS| 

SCHEDULE  OF  TOTAL  REVENUES  &  TRANSFERS-IN 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  3Q    1996 


TOTAL  REVENUES  &  TRANSFERS-IN  BY  CLASS 
Licenses  and  Permits 
Charges  for  Services 
Investment  Earnings 
Fines  and  Forfeits 

Sale  of  Documents,  Merchandise  and  Property 
Rentals, Leases  and  Royalties 
Miscellaneous 

Grants,  Contracts,  Donations  and  Abandonments 
Other  Financing  Sources 
Federal 
Total  Revenues  &  Transfers-ln 

Less        Nonbudgeted  Revenues  &  Transfers-ln 

Prior  Year  Revenues  &  Transfers-ln  Adjustments 
Actual  Budgeted  Revenues  &  Transfers-ln 

Estimated  Revenues  &  Transfers-ln 
Budgeted  Revenues  &  Transfers-ln  Over  (Under)  Estimated 

BUDGETED  REVENUES  &  TRANSFERS-IN  OVER  (UNDER)  ESTIMATED  BY  CLASS 

Licenses  and  Permits 

Charges  for  Services 

Investment  Earnings 

Fines  and  Forfeits 

Sale  of  Documents,  Merchandise  and  Property 

Rentals, Leases  and  Royalties 

Miscellaneous 

Grants,  Contracts,  Donations  and  Abandonments 

Other  Financing  Sources 

Federal 
Budgeted  Revenues  &  Transfers-ln  Over  (under)  Estimated 


Special  Revenue 

Debt  Service 

Capital  Projects 

Internal  Sendee 

General  Fund 

Fund 

- 

Fund 

Fund 

Enterprise  Fund 

Fund 

Aqencv  Fund 

Total 

>                   1,464 

S 

1.454 

945,592 

$ 

3.167 

$ 

835.767 

$ 

460.879 

$ 

837,222 

$ 

86,280.799 

89.363.426 

16.294,496 

138.739 

595,450 

640.690 

2.700.602 

20,369.977 

3,411,784 

4103.025 

3,411,784 
4,103,025 

6,385 

6.385 

210,174 

68.454 
572.261 

1.870 

95.900 

$ 

129,732 

$                340.457 

526,130 
912  718 

53.559,570 

1.286.254 

7,173,423 

794.386 

238.453 

63,052,086 

195.210 

705.698 
2.794573 

- 

- 

900,908 

74,624,665 

8,604,640 

1.897.825 

837,222 

93.418,779 

129.732 

340.457 

182,647,893 

124848 

25.473 

8,585,164 

193,126 

62,120 

129.732 

340.457 

9,460  920 

4,641 

- 

5.377 
93.351,282 

- 

10,018 

74,495,176 

2.769.100 

19,476 

1,704,699 

837,222 

0 

0 

173,176,955 

71,065,386 

$■ 

3.988,553 
(1.219.453) 

$~ 

22,000 
(2,524) 

$: 

1,346,213 
358.486 

$: 

651,000 
186,222 

$; 

82,623,917 
10.727.365 

$'_ 

%~ 

159,697,069 

3.429.790 

0 

$                            0 

13.479.886 

(1,546) 

s 

(1.546) 

72,220 

$ 

(16.833) 

i 

(2,524) 

■i 

329.964 

i 

186,222 

$ 

10.470.712 

11.039.761 

693,448 

7.152 

15.892 

1.059.905 

1.776.397 

249,514 

(144.461) 

249.514 
(144461) 

1,385 

(411.546) 
(152.894) 

(500) 

(36,298) 

1.385 
(448.344) 
(152,894) 

2,469,559 

(992,573) 

13,130 

(622.493) 

867,623 

(54,790) 

$■ 

347,241 
(1.219.453) 

$~ 

$ 

$ 

$■ 

$' 

$~ 

292,451 

3.429.790 

(2.524) 

358,486 

186.222 

10.727.365 

0 

S                            0 

13.479.886 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System    Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-17 
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PROGRAM  EXPENDITURES 

Personal  Services 
Salanes 

Other  Compensation 
Employee  Benefits  I 

Persona)  Services-Other      | 
Total 

Operatrng  Expenses 
Other  Services 
Supplies  &  Malenals 
Comrrxjm  cations 

Rent 

Utihties 

Repair  &  Maintenance 

Other  Expenses 

Goods  Pu-chased  For  Resal 

Total 

EqupmenI  &  Intangible  Assets 
Equpment 
Intangible  Assets 
Total 

Capftal  Outlay 
Land  &  Interest  In  Land 
Buildings 

Other  Improvements 
Capital  Leases  •  Capital  OutI 
Total 

Local  Assistance 
From  Stale  Sources 
From  Federal  Sources 
From  Other  Income  Sources 

Total 

Benefits  &  Claims 
From  Stale  Sources 
Insu^nce  Payments 
Total 

Transfers 
Accoirting  Entity  Transfers 
Total 

Debt  Service 

Instainenl  Purchases 
Total 

Total  Program  Expendtures  &  ' 

PROGRAM  EXPENDITURES  & 

General  Fund 
Special  Revenue  Fund 
Debt  Service  Fund 
Capital  Projects  Fund 
Enlerpnse  Ft^d 
Internal  Service  Fund 
Agency  Find 
Expendable  Trust  Fund 
Unexpended  Plant  Find 
Renewal  &  Replacement  Fun< 
Total  Program  Ei^endtires  &  1 

Less       Nonbudgeted  Expenditi 

Prior  Year  Expenditure 

Actual  Budgeted  Expenditures  I 

Budget  Authortiy 
UnipanI  Budget  Authority 

UNSPEHT  BUDGET  AL^HORrT 

Gan«ral  Find 
Special  Revenue  Fur>d 
Det>t  Service  Fund 
Capital  Projects  Fund 
Enterpnse  Fund 
Internal  Service  Find 
Agency  Find 
Expendable  Trust  Fund 
Unei^ended  Plant  Fund 
Renewal  S  Replacement  Find 
LMspent  Budget  Authority 

1  See  note  8  on  page  A-23 
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DEPARTMENT  OF  A  DM  fN  I  STRATI  ON 


f72,093)  (453.994J 


(72.093)  (316.901) 


.,,2,0 

460  545 

"!ii 

(15,499) 

(15.499) 

I  (2,575) 


10.2BB.06e 
2U,864 

3.247,648 


103,382  21  .a 


',  TRANSFER S-CX/T  BY  FUND 


DeH  Service  FuM 
Ciprtal  Profeds  F(j>d 

Agency  Fivtd 
ExpendtM  Trust  Ftnl 
Unexpended  PlanI  FmJ 
Renews!  &  Repticement  Fi«>d 
Total  Prognm  Expentttires  ft  Transfers-Out 

Les»       Nontwdgeled  Expenitires  S  TransfervOut 

Pnw  Veir  ejq>er«Sture*  &  Transter*-Out  Ac|uSmerts 

Actual  Budffeled  ExpenAirei  &  TransfervOut 

Budget  Autt»or«y  % sp.p 

UMpwit  Budget  Authority  $  50. Q 


4,791  73,4 


%       25.917.650      i  4.926.526      i         3.324.Q56      %  124.523      t       49.272.196      J 


$  423.402      $ 


$         3.324,056 


(67,576)  (312,131) 


2,«, 

i,2aa,n2 

«e6.2« 

_0      t         2.179.567       S  1.312,289      S_ 


$  103,128      J 


8,354  49,289,0 


VFUNO 


Special  Revenue  Ft#>d 

Enlerpnse  FixkI 
Irtemal  Service  Fi#id 
Agency  Fund 
E^ef>dat><e  TrxMt  F\na 
UrMi^ended  Plant  Fi^d 
Rer>ewal  S  Replacement  Ftni 
L»wpert  Budget  Authonty 


20,278,477 
17,411 


i       20,710.989      S 


t 673 


S  1.312.269      % 


i       56.004.784      S 


e  StaleMde  Budgeting  and  AccoixVir^  System    Aditional  ifrformaUon  is 
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PROGRAM  EXPENDITURES 

Personal  Services 
Salanes 
Hourty  Wages 
Other  Compensation 
Emptoyee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Matenals 
Communications 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Goods  Purchased  For  Rasa 
Total 

EcMP">ent  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 

Capital  Outlay 
Land  &  Interest  In  Land 
Buildings 

Other  Improvements 
Total 

Local  Assistance 
From  State  Sources 
From  Other  Income  Sources 
Total 

Benefits  &  Claims 
From  State  Sources 
IrKurance  Payments 
Total 

Transfers 
Accouiting  Entity  Transfers 
Total 

Debt  Service 
Bonds 
Loans 

Instalment  Purchases 
Total 

Total  Program  Ejtpenditures  & 

PROGRAM  EXPENDITURES 

General  Find 
Speaal  Revenue  Fifid 
Debt  Service  Fund 
Capital  Projects  Fund 
Enterprise  Fund 
Internal  Sendee  Fund 
Agency  Fund 
Expendable  Trust  Fund 
Unexpended  Plant  Fund 
Renewal  &  Reptecement  Fur 
Total  Program  Expendtixes  & 


Actual  Budgeted  Expendnij-es 

Budget  Authortty 
Unspent  Budget  Authonty 

UNSPENT  BUDGET  AUTHOI 

General  Fij>d 
Special  Revenue  Fund 
Debt  Service  Find 
Capital  Profects  Fund 
Enterpnse  Fuvj 
Internal  Sen-flce  Fund 
Agency  Fund 
ExperxJaWe  Tnjst  Find 
Unexpended  Plant  Find 
Renewal  &  Replacement  Fir 
Unspent  Budget  Authonty 

1  See  note  8  on  page  A-2; 
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OFPARTMFNT  OF  ADMINISTRATION 

SCHEDULE  QF  TOTAL  EXPFNDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YF-AR  ENDED  JUNE  30.  1996 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salanes  S 

Hourty  Wages 
OOier  Compensaton 
Employee  Benefits 
Personal  Services-Other 
Total 

Operating  Expenses 
Other  Services 
Siw*es  i  Matenals 
Comminj  cations 

mites 

Other  Expenses 

Goods  Purchased  For  Resale 


EqiJprT>enl  &  Intangible  A 
Equpment 
lntangiC4e  Assets 


General 
Services 
Prograrn 


Capital  Outlay 
Land  &  Interest  In  Land 
Buldings 
Other  Improvements 


Local  A 
From  State  Sources 
From  Other  Income  Sources 


Benerns  4  Claims 
From  State  Sources 
e  Payments 


274.506 

96  474 

357.831 

940,483 

156 

441 

77,460 

8,168 

(1,078) 
1.615.300 

62,259 

4.902 
700.553 

(2.079) 

1.384.843 

511,480 

5,028.593 

308.038 

633,230 

78,405 

113.844 

597,634 

1.326,976 

10.917 

20  481 

15.214 

56.417 

786,865 

IOC 

S46 

9,5&< 

442.256 

16,374 

85.238 

6.339.462 

IC 

933 

2,988,126 

6,754 

33.269 

41,185 

117,425 

1C 

}36 

9.049 

44.567 

32.044 

142.465 

114,910 

2,484.330 

250 
1.233 

678 
446 

31.942 

37.343 

5.559 

197.204 

873.372 

256 

516 

51,464 

779.974 

22.696 

217.629 

4.281.206 

51 

524 

61.445 

9.145161 
10.114.053 

52.536 
52,636 

1.368 
15.480.662 

(158.440)1 
(158.440) 

1.964,605 

203.561 
38.757 

3,241,255 
(304) 

3,162,627 

10.793 

10,793 

38.757 

(304) 

Stale 
Personnel 

Division 


172181 
8,932 


26,216 
26,216 


13,890 
71,597 


1,476,215 

2,328,721 

11,966 

9.240 

22,738 

13,377 

3.461 

2.320 

57,575 

12,549 

6.334 

6.963 

22,194 

18,261 

11,378 

3.2S9 

56,018 

16,698 

9,795 

5,288 

9,642 

1812 

3  449 

487 

82,385 

39,277 

6,668 

2,991 

86,525 
86,525 


230.415  5,528 

9,898,436  23.197,603 

8,317  


8,932 

2.320,214 

91.939 


6,587,767 
1.030,303 
9,964.810 
272,840 
3.074,025 
1,348,356 
1.436,848 
5,572,126 
9.146,529 
36,433,604 


235,943 

40,933.994 

(3,337) 


AccotJTBr>g  EnDty  Transfers 


Instalment  Pirchases 
Total 

Total  Program  Expendrtues  &  Translers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Speoal  Revenue  F\jv3 
Debt  Service  Furt 
Capital  Projects  FuW 
Enterpnse  FuM 
Internal  Service  Fund 
Agency  Fund 
Expendable  Trust  FukI 
UnexperKled  Plant  Fund 
Renewal  &  RepJacemenl  Fi«] 
Total  Proyam  ExpendOxes  &  Transfers-Out 


Actual  Budgeted  ExpentJtu-es  4  Transters-Oul 

Budget  Authonty 
Unspent  Budget  Auihonty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

General  Furt 
Spedal  Revenue  Fuk) 
Debt  Service  Find 
Capital  Protects  Fifid 
Enterpnse  Fux) 
Internal  Service  Find 
Agency  FuTKj 
Expendable  Tnist  Fu^a 
Unexpended  Plant  Fi«l 
Renewal  &  Reptacemenl  Find 
Unspent  Budget  Auihonty 


19,187,981 

4,155 

(171.119) 

8.823 

82670229       $ 

1  386.798       S 

11.774.390 

21734.385       $ 

4.000,304       $ 

3479.388 

11,501058 

157,020       S 
68,986.963 

540.925 

1.264.520 

S 

753,797 

632.001 

413.780 

690.098 
10,670.512 

604       $ 

1.603.698 

257,021 
59,976 

68,800 

25,000 

3,599,607       % 

3,479.388 

220.743 

82,670.229 

1.385.798 

11,774,390 

21.734,385 

4,000,304 

3.479.388 

69,303,024 
(5,6131 

3 

(22.898) 
(56.970) 

11.854.258 

12.802,887 

948629 

1,894,139 
(593,090) 

20,433,336 
21,087,532 
654  196       1 

(1.079) 
(38,678) 

4.040.261 
4,990.922 

(40.086) 

13,372,718 
15,733,611 

1.386.795 
1.676,091 
289,296       S 

3.519.474 

2,360,893       1 

9506G1       S 

134.314 

59.075 
64.631 


2.360.893       i  289296       J^ 


4  321014       $         1.462.111       $_ 


i  88,454 


S  119,631 


441,641  388,300 

685.329 


1.508  180       i  507931       S 


I  S««no«8onp«geA.23. 


1608.180       i  607.931       t_ 


10400,664       $ 

23.299.899       $ 

8  060  605 

98,489       S 

13.646       S 

704191 

6,368,231 

31.590 

312,359 

12.004 

3.710.098 

14,222,092 

6,205,390 
792,802 

19,187,981 
177,072 
(158,141) 


5     213,170.898 


4.319.934 
9,365,126 
9.175.039 
6.369.306 
1,507.900 
4.019.448 
176.695 
220,743 
7,639.927 
1.377.861 
3.170.898 


16.020 

38.504 

82.709 

S         2,871.210 

102,742 

179.577 

445.579 

41.296.387 

.796.941 

21.925.718 

42.380.881 

83.360.616 
29.362 

550.275 

3.731.638 

371.712 

12.853,907 

113.669 

13,339,288 
686.329 

32,455.762 

32.455.762 

65.229 

2,918.646 

2.983.876 

43.022,838       S     180.752.468 
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Department  of  Administration 

Notes  to  the  Financial  Schedules  for  the 
Two  Fiscal  Years  Ended  June  30,  1997 


Summary  of  Signincant 
Accounting  Policies 

Basis  of  Accounting 


Basis  of  Presentation 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental,  Agency, 
and  Expendable  Trust  Funds.  In  applying  the  modified  accrual 
basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs 
the  related  liability  and  it  is  measurable,  with  the  exception  of 
the  cost  of  employees'  annual  and  sick  leave.  State  accounting 
policy  requires  the  department  to  record  the  cost  of  employees' 
annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  its  Proprietary, 
Nonexpendable  Trust,  and  the  Plant  Funds.  Under  the  accrual  basis, 
as  defined  by  state  accounting  policy,  the  department  records 
revenues  in  the  accounting  period  earned  when  measurable  and 
records  expenses  in  the  period  incurred,  when  measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and 
Accounting  System  without  adjustment. 

Accounts  are  organized  in  funds  according  to  state  law.  The 
department  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds  General  Fund  -  to  account  for  all  financial  resources  except  those 

required  to  be  accounted  for  in  another  fund.  The  Appellate  Legal 
Defender  Program  is  financed  by  this  fund. 

Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Approximately  50  accounts  are  included  in  this  fund.  The  majority 
of  department  Special  Revenue  Funds  include  architecture  and 
engineering  construction,  911  program,  federal  moneys,  non-state 
state  special  revenue.  Fish,  Wildlife  and  Parks  accommodations  tax. 
General  Obligation  State  Building  Program  bond  proceeds,  Montana 
Hospital  Managed  Care  Montana  State  Hospital,  coal  tax  trust 
account,  general  license,  state  parks  miscellaneous,  highways  special 
revenue,  fish  &  wildlife  restoration  grant,  long  range  building,  and 
remodel  of  academy. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-term  Debt  Principal  and  Interest.  The 
department  uses  this  fund  for  the  long  range  building  program,  and 
various  bond  debt  service. 

Capital  Projects  Fund  -  to  account  for  resources  used  for  purchase 
or  construction  of  major  capital  facilities.  The  department  has 
approximately  30  accounts  in  this  fund.  Significant  projects  include 
the  long  range  building  program;  capitol  building  fund;  bonds  for 
capitol  restoration,  women's  correctional  center,  engineer- 
ing/physical science  Montana  State  University,  Business  Admini- 
stration University  of  Montana,  Montana  State  Prison,  Job  Service, 
commodities  warehouse,  underground  utility  Montana  State 
University,  chemical  building  renovation,  control  heating  plant 
Montana  State  University,  and  Montana  State  Prison  Expansion; 
loan  for  Montana  State  Hospital;  Regional  Correction  Facilities;  and 
Long  Range  Building  Program  -  Fish,  Wildlife  and  Parks. 
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Notes  to  the  Financial  Schedules 


Proprietary  Funds 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  Legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  Legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate.  Department  Enterprise  Funds 
include  the  deferred  compensation  administration  expenses,  flexible 
spending  funds,  and  surplus  property. 


Fiduciary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  depanments  on  a  cost-reimbursement  basis. 
Material  department  Internal  Service  Funds  include  legal  services, 
central  data  processing,  mail  and  messenger,  intergovernmental 
training,  rent  and  maintenance,  publications  and  graphics,  central 
stores,  agency  insurance,  lease  panicipation  certificate,  bad  debt 
division,  group  benefits  claims,  payroll,  and  warrant  writing. 

Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private  organiza- 
tions, other  governments  or  other  funds.  These  include  Expendable 
Trust  Funds  and  Agency  Funds.  Significant  department  agency 
funds  include  central  payroll,  bad  debt  collections,  contractor  trust 
deposits,  deferred  compensation,  and  general  warrant.  The 
Expendable  Trust  Fund  includes  stale-dated  warrants.  The 
Nonexpendable  Trust  Fund  includes  a  fund  balance  for  Coal 
Severance  Tax  and  School  Bond  Contingency  Loans. 


Plant  Funds 


Plant  Funds  -  to  account  for  the  transactions  relating  to  investment 
in  university  system  propenies.  Because  of  Architecture  and 
Engineering  Division  participation  in  expending  funds  for  university 
construction  projects,  the  Long  Range  Building  Plan  includes 
transactions  for  the  following  subfunds: 

Unexpended  Plant  Funds  are  comprised  of  amounts  which  have 
been  appropriated  or  designated  for  university  land,  improve- 
ments, buildings,  and  equipment.  Approximately  ten  projects 
are  accounted  for  in  this  fiind. 
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Notes  to  the  Financial  Schedules 


General  Fund  Balance 


Renewal  and  Replacement  Funds  include  ten  projects  that 
provide  for  the  remodeling  or  replacement  of  university 
properties. 

Each  agency  does  not  have  a  separate  General  Fund  since  its  only 
authority  is  to  pay  obligations  from  the  statewide  General  Fund 
within  its  appropriation  limits.  The  department's  total  assets  placed 
in  the  fund  exceed  outstanding  liabilities,  resulting  in  positive  ending 
General  Fund  balances  for  each  of  the  two  fiscal  years  ended 
June  30,  1996  and  June  30,  1997. 


Deferred  Compensation 
Plan 


Since  1976,  the  State  of  Montana  has  offered  a  deferred  compen- 
sation plan  which  allows  employees  to  set  aside  a  portion  of  their 
salary  each  payday  towards  retirement  while  deferring  State  and 
Federal  income  taxes  until  future  years.  The  compensation  deferred 
is  not  available  to  employees  until  separation  from  State  service, 
retirement,  death  or  upon  an  unforeseeable  emergency,  when  still 
employed  and  meeting  IRS-specified  criteria.  The  plan  is  governed 
by  Internal  Revenue  Service  Code  (IRC)  Section  457  and  Title  19, 
chapter  50,  Montana  Code  Armotated  (MCA).  The  Federal  Small 
Business  Job  Protection  Act  of  1996  resulted  in  changes  to  IRC 
Section  457  and  Title  19,  chapter  50,  MCA.  Assets  of  the  deferred 
compensation  plan  are  required  to  be  held  in  trusts,  custodial 
accounts  or  insurance  company  contracts  for  the  exclusive  benefit  of 
participants  and  their  beneficiaries.  For  plans  in  existence  as  of 
August  20,  1996,  compliance  is  required  by  January  1999. 


All  employees  of  the  State,  including  University  System  and 
contracted  employees,  are  eligible  to  participate.  Participating 
employees  are  able  to  invest  their  deferrals  in  two  primary  options: 
1)  a  "fixed"  or  stable  value  option  which  guarantees  both  principal 
(the  payroll  deferral)  and  a  quarterly  rate  of  earnings;  and  2)  a 
"variable"  option  which  currently  consists  of  twenty-three  (23) 
mutual  funds.  Participating  employees  are  allowed  to  utilize  both 
options  and,  under  the  variable  option,  as  many  of  the  offered 
mutual  funds  as  they  choose.  As  of  June  30,  1997,  the  account- 
ability for  property  held  in  trust  of  the  Plan  were  $139.1  million. 
Approximately  $60  million  of  this  amount  is  the  portion  of  "fixed" 
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that  is  invested  by  the  Board  of  Investments  and  is  reported  on  the 
accounting  records  at  that  agency. 


4.       Self-Insurance  The  depanment  administers  self-insurance  plans.  A  brief  description 

of  each  plan  and  the  method  of  recording  transactions  are  discussed 
below. 

Group  Employee  Comprehensive  Medical  and  Dental  Plan  -  This 
plan  is  fully  self-insured,  with  the  State  assuming  all  the  risk  for 
claims  incurred  by  employees  of  the  State,  elected  officials,  retirees 
and  their  dependents.  There  is  no  third  party  coverage.   Premiums 
are  collected  through  payroll  deductions,  deductions  through  the 
Public  Employees'  Retirement  Division  and  self-payment  and  are 
recorded  as  revenue  in  the  Employees'  Group  Benefits  Internal 
Service  Fund.  At  June  30,  1997,  estimates  for  claims  liabilities  are 
$7,155,542. 

Property  &  Casualty  Insurance  Plans  -  This  self-insurance  plan 
provides  coverage  for  general  liability,  automobile  liability, 
automobile  physical  damage  and  State-administered  foreclosure 
housing  units.  The  State  self-insures  the  $150,000  deductible  per 
occurrence  for  most  property  insurance  as  well  as  various  deductible 
amounts  for  other  state  property.  The  State  also  self-insures  against 
losses  of  equipment  below  $150,000  of  value,  with  State  agencies 
paying  the  first  $1,000.  Commercial  property  insurance  protects 
approximately  $1.8  billion  of  State-owned  buildings  and  contents. 
The  State  property  insurance  includes  earthquake  and  flood 
protection  to  $100  million  annually  with  deductibles  of  $1  million 
for  earthquake  and  $500,000  for  flood  per  occurrence.  Premiums 
are  collected  from  all  State  agencies  and  recorded  as  revenue  in  the 
Administration  Insurance  Internal  Service  Fund. 

An  annual  actuarial  study,  prepared  by  Tillinghast,  a  Towers  Perrin 
Company,  and  issued  for  the  accident  period  July  1,  1988  through 
June  30,  1997,  is  the  basis  for  estimating  the  liability  for  unpaid 
claims  and  is  supported  by  historical  loss  data.  The  June  30,  1997 
estimated  claims  liability  of  $12,825,397  discounted  at  11.1  percent 
includes  those  claims  incurred  but  not  reported. 
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5. 


Direct  Entries  to  Fund 
Balance 


The  majority  of  direct  entries  to  fund  balance  in  fiscal  years  1995-96 
and  1996-97  in  the  Enterprise  Fund  relate  to  monthly  merchandise 
inventory  adjustments  for  the  Surplus  Property  Program.  In  fiscal 
year  1995-96,  surplus  property  was  moved  from  the  Internal  Service 
Fund  to  the  Enterprise  Fund  which  accounts  for  $407,369  of  the 
corresponding  increase/decrease  in  these  funds.  The  direct  entries  to 
fund  balance  reduction  in  the  Internal  Service  Fund  in  fiscal  year 
1996-97  relates  to  surplusing  equipment  for  central  data  processing. 
The  activity  in  fiscal  year  1995-96  in  the  Special  Revenue  Fund 
consists  of  write-off  of  long-term  loans  receivable  in  the  Airport 
Lx)an  Bonds  Account.  The  amount  in  the  Expendable  Trust  Fund  is 
a  reduction  of  property  held  in  trust  in  the  stale-dated  warrants 
account. 


Fixed  Assets 


State  law  requires  the  department  to  be  the  custodian  of  all  state 
property  in  the  state  capitol  area,  which  is  the  geographic  area 
within  a  ten  mile  radius  of  the  state  capitol  building. 


The  department's  fixed  asset  balances  at  July  1,  1995  and  June  30, 
1997,  and  the  net  changes  in  these  balances  are  shown  below: 


Schedule  of  Changes  in  Fixed  Assets 


General  Fixed 
Asset  Account  Group 
Building  &  Other 

Improvements 
Land 

Construction  in  Progress 
Equipment 
Museum 
Total 


Balance  at 
July  1.  1995 

$39,692,189 

2,694,249 

197,309 

921,607 

111.315 

$43.616.669 


Net  Changes 
in  Balances 

$1,960,885 

(131,064) 

143,469 

9,250 

0 

$1.982.540 


Balance  at 
June  30.  1997 

$41,653,074 

2,563,185 

340,778 

930,857 

111.315 

$45.599.209 


Balance  at  Net  Changes  Balance  at 

Enterprise  Fund                          July  1.  1995*  in  Balances  June  30.  199" 

BuUding                                               $0  $110,893  $110,893 

Less:  Accumulated  Depreciation          0  (13,336)  (13,336) 

Other  Improvements                           0  11,975  11,975 

Less:  Accumulated  Depreciation          0  (7,679)  (7,679) 

Equipment                                             0  152,896  152,896 

Less:  Accumulated  Depreciation          0  (88.886)  (88.886) 

Total                                           $0  $165.863  $165.863 
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Internal  Service  Fund 

Balance  at 
July  1.  1995* 

Net  Changes 
in  Balances 

Balance  at 
June  30.  1997 

Building 

Less:  Accumulated 

$          65.690 

$      (65,690) 

$                     0 

Depreciation 
Equipment 
Less:  Accumulated 

(2,922) 
39,217,461 

2,922 
(1,279,943) 

0 
37,937,518 

Depreciation 
Other  Improvements 
Less:  Accumulated 

(29,694,300) 
11,975 

(1,123,980) 
(8,162) 

(30,818,280) 
3,813 

Depreciation 
Total 

(5.403) 
$  9.592.501 

4.735 
$(2,470,118) 

(668) 

$       7.122.383 

*       Surplus  property  was  moved  from  the  Internal  Service  Fund  to  the  Enterprise 
Fund. 


Related  Corporations 


The  department  participates  in  a  health  care  purchasing  association. 
The  purpose  of  the  association  is  to  develop  collective  approaches  to 
containing  health  care  costs.  The  state  pays  the  association  $1,000  a 
year  to  maintain  a  membership.  The  state  is  a  founding  member  of 
the  association,  and  it  holds  a  position  on  the  board  of  directors  of 
the  association. 


The  health  care  purchasing  association  formed  a  new  corporation 
which  is  a  health  purchasing  cooperative.  The  purpose  of  a  coopera- 
tive is  to  encourage  more  cost-effective  health  plans,  negotiate  favor- 
able rates,  and  create  economies  of  scale  by  combining  administra- 
tive functions  of  health  care  plans.  In  October  1996,  the  department 
paid  $45,000  as  its  share  of  the  $210,000  start-up  costs  of  the 
cooperative.  As  a  founding  member  of  the  cooperative,  the  state 
holds  a  position  on  the  board  of  directors  of  the  cooperative. 
Currently,  the  department's  representative  is  the  treasurer  of  the 
cooperative. 


Accounting  for  Equipment 
Expenditures 


The  department  records  equipment  expenditures  in  its  Internal 
Service  Fund  operations.  When  the  department  purchases 
equipment,  they  record  an  expenditure  in  the  year  of  the  purchase. 
The  department  then  reduces  expenditures  when  the  equipment  is 
received  to  capitalize  the  assets  according  to  state  accounting  policy 
for  proprietary  funds.  When  these  equipment  expenditures  are  not 
capitalized  in  the  same  fiscal  year,  negative  equipment  expenditures 
may  result. 
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LEGISLATIVE  AUDIT  DIVISION 

John  W.  Northey,  Legal  Counsel  ^^^33  Ji'"  Pellegrini,  Performance  Audit 

Ton  Hunthausen,  IT  &  Operations  Manager  1^^^  J^^^es  Gillett,  Financial-Compliance  Audit 


INDEPF.NDFNT  AUDITOR'S  RFPORT 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances,  Schedules  of  Total 
Revenues  &  Transfers-In,  and  Schedules  of  Expenditures  &  Transfers-Out,  of  the  Vocational  Education 
Council  for  each  of  the  two  fiscal  years  ended  June  30,  1996  and  1997.  The  information  contained  in 
these  financial  schedules  is  the  responsibility  of  the  council's  management  in  fiscal  year  1995-96  and 
the  Department  of  Administration's  management  in  fiscal  year  1996-97.   Our  responsibility  is  to  express 
an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  fi-ee  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  council's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the 
results  of  operations  and  changes  in  fund  balances  of  the  Vocational  Education  Council  for  the  two  fiscal 
years  ended  June  30,  1996  and  1997,  in  conformity  with  the  basis  of  accouming  described  in  note  1. 

As  discussed  in  note  2,  the  federal  government  terminated  ftinding  for  the  Vocational  Education 
Council.  Therefore,  the  Council  was  not  recenified  after  June  30,  1996. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  9,  1997 
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VOCATIONAL  EDUCATION  COUNCIL 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1997 


Special 
Revenue 
Fund 
FUNDBAL^NCE;  July  1,  1996  $ 0_ 


ADDITIONS 

Budgeted  Revenues  &  Transfers-ln  30,232 

Total  Additions  30,232 


REDUCTIONS 

Budgeted  Expenditures  &  Transfers-Out  30,307 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments  (75) 

Total  Reductions  30,232 

FUNDBALANCE:  June30,  199  $ 0 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in 
the  notes  to  the  financial  schedules  beginning  on  page  B-1 1 
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VOCATIONAL  EDUCATION  COUNCIL 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1996 


Special 
Revenue  Fund 


ADDITIONS 

Budgeted  Revenues  &  Transfers-ln 
Total  Additions 


158,569 


158,569 


REDUCTIONS 
Budgeted  Expenditures  &  Transfers-Out 
Prior  Year  Expenditures  &  Transfers-Out  Adjustnnents 

Total  Reductions 


158,572 
(3) 


158,569 


FUND  BALANCE:  June  30,  1996 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided 
in  the  notes  to  the  financial  schedules  beginning  on  page  B-11. 
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VOCATIONAL  EDUCATION  COUNCIL 

SCHEDULE  OF  TOTAL  REVENUES  &  TRANSFERS-IN 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1997 


Special  Revenue 

Fund 

TOTAL  REVENUES  &  TRANSFERS-IN  BY  CLASS 

Federal  $ 30,232 

Total  Revenues  &  Transfers-ln  30,232 

Less        Nonbudgeted  Revenues  &  Transfers-ln 

Prior  Year  Revenues  &  Transfers-ln  Adjustments  

Actual  Budgeted  Revenues  &  Transfers-ln  30,232 

Estimated  Revenues  &  Transfers-ln  41 ,763 


Total 

$ 

30,232 

30,232 

30,232 
41,763 

$ 

(11,531) 

$ 

(11,531) 

$ 

(11,531) 

Budgeted  Revenues  &  Transfers-ln  Over  (Under)  Estimated  $ (11,531) 

BUDGETED  REVENUES  &  TRANSFERS-IN  OVER  (UNDER)  ESTIMATED  BY  CLASS 

Federal  $ (11,531) 

Budgeted  Revenues  &  Transfers-ln  Over  (under)  Estimated  $  (11.531) 


This  scliedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  Is  provided  in  the  notes  to  the 
financial  schedules  beginning  on  page  B-11. 
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VOCATIONAL  EDUCATION  COUNCIL 

SCHEDULE  OF  TOTAL  REVENUES  &  TRANSFERS-IN 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1996 


TOTAL  REVENUES  &  TRANSFERS-IN  BY  CLASS 

Federal  $ 

Total  Revenues  &  Transfers-ln 

Less:       Nonbudgeted  Revenues  &  Transfers-ln 

Prior  Year  Revenues  &  Transfers-ln  Adjustments 
Actual  Budgeted  Revenues  &  Transfers-ln 

Estimated  Revenues  &  Transfers-ln 
Budgeted  Revenues  &  Transfers-ln  Over  (Under)  Estimated  $ 

BUDGETED  REVENUES  &  TRANSFERS-IN  OVER  (UNDER)  ESTIMATED  BY  CLASS 

Federal  $ 

Budgeted  Revenues  &  Transfers-ln  Over  (under)  Estimated  $ 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  beginning  on  page  B-1 1 . 


Special  Revenue 
Fund 

Total 

158,569 
158,569 

$„ 

158,569 
158,569 

158,569 
200,332 
(41 ,763) 

(41,763) 
(41,763) 

$ 
5  = 

158,569 
200,332 
(41,763) 

(41 ,763) 
(41,763) 
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VOCATIONAL  EDUCATION  COUNCIL 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1997 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Other  Expenses 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

Special  Revenue  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:       Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

Special  Revenue  Fund 
Unspent  Budget  Authority 

'  See  note  3  on  page  B-12. 


Administration 

Program 

Total 

15,154 

$ 

15,154 

993 

993 

225 

225 

3,483 

3,483 

19,855 

19,855 

2,360 

2,360 

244 

244 

596 

596 

1,177 

1,177 

1,200 

1,200 

4,800  ' 

4,800 

10,377 

10,377 

30,232 

$_ 

30,232 

30,232        $ 


30,232 


(75) 


30,307 
173,514 


143,207        $ 


143,207        $ 


143,207        $ 


30,232 


30,232 


(75) 


30,307 
173,514 


143,207 


143,207 


143,207 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  B-11. 
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VOCATIONAL  EDUCATION  COUNCIL 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1996 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  OBJECT 

Personal  Services 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Repair  &  Maintenance 
Other  Expenses 
Total 

Equipment  &  Intangible  Assets 
Equipment 
intangible  Assets 
Total 

Total  Program  Expenditures  &  Transfers-Out 

PROGRAM  EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

Special  Revenue  Fund 
Total  Program  Expenditures  &  Transfers-Out 

Less:      Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 
•   Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

Special  Revenue  Fund 
Unspent  Budget  Authority 


Administration 

Program 

Total 

84,327       $ 

84,327 

1,825 

1,825 

23,989 

23,989 

110,141 

110,141 

11,986 

11,986 

1,461 

1,461 

3,689 

3,689 

19,563 

19,563 

7,243 

7,243 

637 

637 

3,562 

3,562 

48,141 

48,141 

145 

145 

142 

142 

287 

287 

158,569        $ 

158,569 

158,569       $ 


158,569 


M 


158,572 
169,184 


10,612       $ 


10,612 


$ 

10,612       $ 


158,569 


158,569 


M 


158,572 
169,184 


10,612 


10,612 


10,612 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  B-1 1 . 
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Vocational  Education  Council 

Notes  to  the  Financial  Schedules  for  the 
Two  Fiscal  Years  Ended  June  30,  1997 


1.       Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  council  uses  the  modified  accrual  basis  of  accounting,  as  defined 
by  state  accounting  policy,  for  its  Governmental  Fund.  In  applying 
the  modified  accrual  basis,  the  council  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  council  incurs 
the  related  liability  and  it  is  measurable,  with  the  exception 
of  the  cost  of  employees'  annual  and  sick  leave.  State 
accounting  policy  requires  the  council  to  record  the  cost  of 
employees'  annual  leave  and  sick  leave  when  used  or  paid. 

Expenditures  may  include:  entire  budgeted  service  contracts  even 
though  the  council  receives  the  services  in  a  subsequent  fiscal  year; 
goods  ordered  with  a  purchase  order  before  fiscal  year-end,  but  not 
received  as  of  fiscal  year-end;  and  equipment  ordered  with  a 
purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and 
Accounting  System  without  adjustment. 


Council  Closeout 


The  council's  Special  Revenue  Fund  accounts  for  federal  grant 
proceeds  legally  restricted  to  expenditures  for  council  operations. 

The  federal  government  discontinued  Carl  Perkins  grant  funding  for 
the  Vocational  Education  Council  as  of  July  1 ,  1 996  and  repealed 
the  requirement  to  maintain  a  council  to  qualify  for  federal 
vocational  education  funding.  Since  the  council  received  no  state 
funding  for  fiscal  year  1996-97,  it  was  disbanded.  The  council 
conducted  closeout  operations  in  fiscal  year  1996-97  with  funds 
carried  forward  from  the  previous  year's  federal  grant.  The 
council's  records  and  responsibilities  were  transferred  to  the 
Department  of  Administration. 
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3.       Reduction  in  Force  ^^  council  paid  the  Department  of  Labor  and  Industry  $4,800  for 

Training  Benefit  retraining  two  employees  terminated  when  the  council  disbanded. 

The  retraining  services  were  recorded  as  education  and  training 
expense  on  the  state's  accounting  records. 
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DEPARTMENT  OF  ADMINISTRATION 
DIRECTOR'S  OFFICE 


MARC  RACICOT,  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA' 


(406)  444-2032 
FAX   444-2812 


PC  BOX  200101 
HELENA,  MONTANA  59620-0101 


'^, 


March  9,  1998 

Scott  A.  Seacat.  Legislative  Auditor 
Legislative  Audit  Division 
State  Capitol 
Helena,  MT    59620 


iiil,    MAR -9  1998    p\ 

J 


L- 


Dear  Mr.  Seacat: 

We  have  reviewed  the  recommendations  pertaining  to  the  Financial-Compliance  Audit 
of  the  Department  of  Administration  for  the  two  fiscal  years  ended  June  30,  1 997.  Our 
responses  follow: 

RECOMMENDATION  #1:  WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  PROCEDURES  TO  MONITOR  CONTRACTORS  TO  ENSURE 
PROPER  ADMINISTRATION  AND  CONTROL  OF  THE  PRESCRIPTION  DRUG 
PROGRAM. 

B.  ESTABLISH  PROCEDURES  TO  ENSURE  REPORTS  PROVIDED  BY 
CONTRACTORS  ARE  ACCURATE. 

C.  REVIEW  GROUP  BENEFIT  CONTRACTS  TO  ENSURE  FINANCIAL  ACTIVITY  IS 
PROPERLY  RECORDED  ON  THE  STATE'S  ACCOUNTING  RECORDS. 

Response:  We  concur.  We  will  work  with  the  Legislative  Auditor  to  ensure  that  the 

biennial  audit  required  under  2-18-816,  MCA,  includes  an  independent  control  and 

claims  processing  review  for  new  programs.  We  will  also  request  the  earliest  possible 

start  date  for  the  audit  scheduled  for  this  summer  and  inclusion  of  the  prescription  drug 

program.    We  do  not  consider  it  cost/effective  to  independently  verify  reports  that 

include  compilations  of  thousands  of  individual  claims.  We  are  working  with  the 

Prescription  Drug  Program  Manager  to  obtain  an  independent  SAS  70  audit  to  show 

that  internal  controls,  record  keeping  and  reporting  are  accurate.  All  Benefits  program 

contracts  will  be  reviewed  by  agency  accountants  to  assure  that  financial  activity  is 

properly  recorded  on  the  state's  accounting  records  and  adjusted  as  needed  to  reflect 

contract  changes. 
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RECOMMENDATION  #2:  WE  RECOMMEND  THE  DEPARTMENT  DOCUMENT  THE 
INCREASED  BENEFIT  TO  THE  STATE  WHEN  PARTICIPATING  IN  GROUP  HEALTH 
PURCHASES  TO  DEMONSTRATE  COMPLIANCE  WITH  STATE  LAW. 

Response:  We  concur.  We  have  retroactively  provided  documentation  for  the  selection 
of  the  Prescription  Drug  Manager  as  specified  in  the  audit  report  and  will  provide 
documentation  for  any  future  vendor  selections  when  participating  in  group  health 
purchases. 

RECOMMENDATION  #3:  WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 
PROCEDURES  TO  ENSURE  ALL  DIVISIONS  IDENTIFY  AND  REPORT 
RELATIONSHIPS  THAT  MAY  NEED  TO  BE  DISCLOSED  IN  THE  ACCOUNTING 
RECORDS  AND  FINANCIAL  STATEMENTS. 

Response:  We  concur.  The  Department  plans  to  address  this  concern  through  a  more 
thorough  distribution  of  its  Fiscal  Year  End  Supplemental  Comprehensive  Annual 
Financial  Report  (CAFR)  memo.  This  memo  includes  a  reminder  to  agencies  to  report 
any  related  party  transactions  to  Accounting  Bureau  for  inclusion  in  the  CAFR. 

RECOMMENDATION  #4:  WE  RECOMMEND  THE  DEPARTMENT  ENSURE 
CONTRACTS  FOR  THE  DEFERRED  COMPENSATION  PLAN  ARE  SIGNED  IN  A 
TIMELY  MANNER. 

Response:  We  concur  with  this  recommendation  in  principle,  but  have  found  it  very 
difficult  to  achieve.  The  structure  and  vendor  relationships  of  the  deferred 
compensation  program  are  innovative  and  require  six  contracts  with  coordinated  terms. 
Contract  drafts  must  not  only  be  reviewed  by  the  two  primary  parties  but  by  consultants 
and  other  affected  vendors  to  assure  appropriate  coordination  of  duties  and 
responsibilities.  This  slows  the  process  considerably  but  does  assure  more  complete 
and  sustainable  contract  terms.  At  this  time  all  contracts  are  in  a  final  draft  stage  and 
should  be  completed  within  the  month. 

RECOMMENDATION  #5:  WE  RECOMMEND  THE  DEPARTMENT  ENSURE 
FINANCIAL  ACTIVITY  OF  THE  DEFERRED  COMPENSATION  PLAN  IS  PROPERLY 
AND  FULLY  DISCLOSED  ON  THE  STATE'S  ACCOUNTING  RECORDS. 

Response:  We  concur.  We  have  requested  contractor  reports  in  the  detail  necessary 
to  record  total  increases  and  decreases  rather  than  net  amounts,  and  we  have  deleted 
the  unused  accruals  recorded  in  FY  97.    In  addition,  Board  of  Investments  has  agreed 
the  Deferred  Compensation  investments  should  be  recorded  on  Department  of 
Administration's  books,  and  that  change  will  be  implemented  this  fiscal  year. 
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RECOMMENDATION  #6:  WE  RECOMMEND  THE  DEPARTMENT  MONITOR 
CONTRACTORS  TO  ENSURE  PROPER  ADMINISTRATION  AND  CONTROL  OF  THE 
DEFERRED  COMPENSATION  PLAN. 

Response:  We  concur.  We  are  currently  receiving  reports  from  all  contractors. 
However,  due  to  variations  in  recording  and  reporting  procedures  such  as  the  way 
retroactive  adjustments  are  recorded  and  the  valuation  date  used  (settlement  date  vs. 
trade  date,  etc.),  we  have  been  unable  to  completely  reconcile  figures.  We  have  been 
working  with  the  contractors  and  consultant  to  adjust  reporting  procedures  to  achieve 
consistency  and  are  closer  to  reconcilable  reports.  We  have  also  obtained  an 
independent  audit  showing  the  internal  controls  and  record  keeping  procedures  of  the 
company  phmarily  responsible  for  reconciling  the  accounts  of  other  contractors. 

RECOMMENDATION  #7:  WE  RECOMMEND  THE  DEPARTMENT  PROPERLY 
ALLOCATE  THE  COST  OF  ADMINISTERING  THE  DEFERRED  COMPENSATION 
PLAN. 

Response:  We  concur.  The  costs  of  administering  the  deferred  compensation  plan  will 
be  segregated  in  a  separate  enterprise  fund  to  reflect  the  true  cost  of  administering  the 
plan. 

RECOMMENDATION  #8:  WE  RECOMMEND  THE  DEPARTMENT  PERIODICALLY 
UPDATE  THE  SUPPORT  FOR  ITS  ESTIMATED  CLAIMS  LIABILITY  FOR  THE 
GROUP  INSURANCE  PLAN  BASED  ON  CURRENT  DATA. 

Response:  We  concur  and  have  requested  a  reassessment  by  our  actuarial  consultant 
based  on  a  recent  paid  claims  analysis.  Since  Blue  Cross  and  Blue  Shield  reports 
show  a  shorter  claims  lag  than  the  industry  norm  used  in  previous  estimates,  the 
consultant  is  recommending  reducing  the  liability  factor.  However,  using  the  revised 
liability  factor  to  estimate  the  FY97  claims  liability  reduces  it  by  less  than  $1 ,000,000, 
not  the  $2,000,000  suggested  in  the  audit  report. 

RECOMMENDATION  #9:  WE  RECOMMEND  THE  DEPARTMENT  CALCULATE  AND 
PAY  THE  GENETICS  PROGRAM  FEE  AS  REQUIRED  BY  STATE  LAW. 

Response:  We  concur.  For  this  year's  genetics  program  assessment,  we  ran  a  special 
report  to  determine  the  number  of  plan  members  who  reside  in  Montana  rather  than 
using  an  estimate  as  reported  on  previous  assessment  form  and  paid  the  bill  in 
February  1998. 
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RECOMMENDATION  #10:  WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 
PROCEDURES  TO  MONITOR  CHANGES  IN  THE  GROUP  BENEFIT  PROGRAM  AND 
ADJUST  STAFFING  NEEDS  AS  NECESSARY. 

Response:  We  concur.  In  light  of  the  growth  and  increased  complexity  of  the  group 
benefits  program  that  was  documented  in  the  audit  report,  we  are  conducting  a 
complete  inventory  of  all  accounting  duties  to  determine  the  need  for  additional 
accounting  support. 

RECOMMENDATION  #11:  WE  RECOMMEND  THE  DEPARTMENT  DETERMINE  THE 
PORTION  OF  MANAGEMENT  SUPPORT  AND  DIRECTOR'S  OFFICE 
EXPENDITURES  ALLOCABLE  TO  INTERNAL  SERVICE  FUNDS  AND  DEVELOP  A 
REASONABLE  METHOD  OF  ALLOCATING  THESE  COSTS  TO  THE  FUNDS. 

Response:  We  concur.  Providing  additional  support  within  the  group  benefits  program, 
as  mentioned  in  our  response  to  recommendation  #1 1 ,  will  substantially  reduce  the 
amount  of  support  provided  through  the  Management  Support  Bureau. 

RECOMMENDATION  #12:  WE  RECOMMEND  THE  DEPARTMENT  INCLUDE 
PERSONAL  SERVICE  COSTS  WHEN  DETERMINING  RATES  FOR  ITS  FUEL  AND 
NATURAL  GAS  PROGRAMS. 

Response:  We  concur  that  the  personal  services  costs  associated  with  these  two 
programs  should  be  considered  for  inclusion  in  the  rates  if  the  programs  are  to  continue 
to  be  funded  through  an  internal  service  fund.  We  will  examine  other  possible  fund 
types  and  whether  participation  in  the  programs  should  be  made  mandatory. 

RECOMMENDATION  #13:  WE  RECOMMEND  THE  DEPARTMENT: 

A.  INCLUDE  DEPRECIATION  EXPENSE  RATHER  THAN  EQUIPMENT 
EXPENDITURES  IN  CALCULATION  OF  RATES  FOR  RENT  AND  MAINTENANCE 
AND  MAIL  AND  MESSENGER  INTERNAL  SERVICE  FUNDS. 

B.  CALCULATE  THE  CURRENT  COST  OF  WAREHOUSE  SPACE  USING  UPDATED 
INFORMATION. 

C.  DETERMINE  THE  COST  OF  PROVIDING  "DEADHEAD"  MAIL  SERVICE  USING 
ACTUAL  AND  CURRENT  COST  INFORMATION. 

Response:  A.  We  concur.  Including  depreciation  expense  rather  than  equipment 
expenditures  in  calculations  of  rates  for  rent  and  maintenance  and  mail  and  messenger 
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internal  service  funds  will  more  accurately  reflect  actual  costs.   Equipment  expenditures 
were  used  at  the  request  of  OBPP.  If  depreciation  costs  are  accurately  reflected  and 
the  serviceability  of  equipment  is  maintained  at  a  consistent  level,  then  these  costs 
should  average  out  over  a  longer  period  of  time.   However,  using  depreciation 
expenses  will  normalize  the  costs  in  rates  charged. 

B.  We  concur.  While  storage  areas  are  not  metered  separately  for  utilities,  the 
increase  in  utility  costs  can  be  estimated  and  these  increased  costs  will  be  used  to 
reevaluate  rates. 

C.  We  concur.  By  using  the  State  Mail  Authonzation  Cards  and  new  Oracle 
programming,  we  should  be  able  to  capture  more  accurate  data  to  determine  actual 
costs  for  providing  deadhead  mail. 

RECOMMENDATION  #14:  WE  RECOMMEND  THE  DEPARTMENT  CONTINUE  TO 
CALCULATE  RATES  TO  ENSURE  CHARGES  FOR  WARRANT  WRITING  SERVICES 
ARE  COMMENSURATE  WITH  COSTS, 

Response:  We  concur.  The  rates  in  question  for  duplicate  and  emergency  warrants 
have  been  adjusted  downward  in  the  FY98/99  biennium  to  more  accurately  reflect  the 
actual  cost  to  provide  this  service. 

RECOMMENDATION  #15:  WE  RECOMMEND  THE  DEPARTMENT: 

A.  CONTINUE  TO  MONITOR  OPERATING  ACTIVITY  AND  ADJUST  RATES 
ACCORDINGLY  IN  THE  NEXT  RATE  SETTING  PROCESS  TO  ENSURE  RATES  ARE 
COMMENSURATE  WITH  COSTS  FOR  CENTRAL  DATA  PROCESSING. 

B.  ENSURE  THE  91 1  AND  PUBLIC  SAFETY  RADIO  PROGRAMS  ARE  NOT 
SUBSIDIZED  THROUGH  CHARGES  FOR  CENTRAL  DATA  PROCESSING 
SERVICES. 

C.  UNIFORMLY  APPLY  RATES  AND  COLLECTION  PROCEDURES  TO  ALL  CLIENT 
ENTITIES  TO  ENSURE  EQUITY. 

Response:  A.  We  agree  and  will  concur.  The  department  will  continue  to  track 
revenues  and  expenses  in  its  intemal  cost  recovery  model  and  make  updates  as 
needed. 

B.  We  concur.  Historically,  the  9-1-1  program  has  operated  within  budget  or  with  very 
minor  deviations.  The  Public  Safety  Radio  Program  has  been  funded  through 
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telecommunications  charges  (telephones  and  long  distance)  since  its  inception.    The 
department  will  review  other  potential  funding  sources  with  the  Governor's  Public  Safety 

Communications  Executive  Council,  as  a  part  of  its  major  project  to  develop  statewide 
solutions  for  public  safety  communications. 

C.  We  concur.  The  department  will  continue  to  strive  to  uniformly  apply  rates  and 
collection  procedures  to  all  of  its  users  to  ensure  equity. 

RECOMMENDATION  #16:  WE  RECOMMEND  THE  DEPARTMENT  MONITOR  THE 
OPERATING  RESULTS  OF  ITS  INTERNAL  SERVICE  FUNDS  AND  ADJUST  RATES 
ACCORDINGLY  IN  THE  NEXT  RATE  SETTING  PROCESS  FOR  BAD  DEBT,  DATA 
PROCESSING  UNIT  AND  INTERGOVERNMENTAL  TRAINING  INTERNAL  SERVICE 
FUNDS. 

Response:  We  concur.  We  will  continue  to  monitor  our  internal  services  rates  and 
adjust  accordingly  during  the  upcoming  bienniums. 

RECOMMENDATION  #17:  WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT 
PROCEDURES  TO  ENSURE  ALL  CONSTRUCTION  CONTRACTS  INCLUDE  ALL 
REQUIREMENTS  OF  STATE  LAW. 

Response:  We  concur.  The  Department  will  develop  an  internal  review  process  that 
ensures  compliance  with  statutory  requirements  regarding  advertising  of  construction 
projects,  prevailing  wage  rates,  architectural  seals,  and  preferences  for  Montana 
products. 

RECOMMENDATION  #18:  WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT 
PROCEDURES  TO  ENSURE  COMPLIANCE  WITH  STATE  LAW  RELATED  TO 
EMPLOYEES'  PECUNIARY  INTEREST  IN  STATE  CONSTRUCTION  CONTRACTS. 

Response:  We  concur.  However,  the  Department  has  interpreted  18-2-106,  MCA,  to 
apply  to  employees  only  and  not  to  their  spouses  and  dependents.  Further,  we  have 
interpreted  the  prohibition  to  apply  to  construction  work  only.  That  is,  we  have  not 
interpreted  it  to  prohibit  employees,  their  spouses,  or  dependents  from  working  for  or 
having  an  ownership  interest  in  a  business  that  may  sell  supplies  or  non-construction 
services  to  a  construction  contractor. 

In  addition,  we  have  read  the  statutes  concerning  proscribed  acts  related  to  contracts 
(2-2-201  and  18-2-106,  MCA)  together,  so  as  to  give  both  effect.  The  Legislature  has 
defined  the  term  "contract"  to  not  include  those  awarded  based  upon  a  competitive 
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procedure.  Wherever  a  term  is  defined  in  the  code,  that  is  the  meaning  one  must  rely 
upon.  Consequently,  the  prohibitions  in  both  statutes  must  be  read  with  the  defined 
meaning  In  mind.  The  department  will  seek  clarification  for  projects  under  $25,000  that 
are  not  required  to  be  bid  under  18-2-103(4),  MCA. 

A  narrow  reading  of  the  18-2-106,  MCA,  prohibition  may  be  unconstitutional  on  at  least 
two  grounds.  First,  the  prohibition  concerns  only  Department  of  Administration 
employees.  It  does  not  prohibit  the  employees  of  other  agencies  (e.g..  Departments  of 
Fish,  Wildlife,  and  Parks  and  Military  Affairs  and  the  University  System)  who  are 
allowed  by  law  or  delegation  to  contract  for  similar  activity.  Therefore,  a  narrow  reading 
would  cause  the  prohibition  to  fail  equal  protection  tests. 

The  second  ground  is  the  fundamental  right  to  work  found  in  Article  II,  Section  3  of  the 
Montana  Constitution.  Our  Supreme  Court  recently  held  in  Wadsworth  v.  State  of 
Montana  275  M  287,  911  P2d  1165  (1996)  that  a  state  employee  has  a  fundamental 
right  to  hold  another  job.  If  the  employee  has  a  fundamental  right,  then  his  dependants 
have  no  lesser  right. 

RECOMMENDATION  #19:  WE  RECOMMEND  THE  DEPARTMENT: 

A.  ESTABLISH  CONTROLS  TO  ENSURE  TRAVEL  EXPENSE  VOUCHERS  ARE 
PROPERLY  COMPLETED,  APPROVED  AND  EXPENSES  PAID  IN  ACCORDANCE 
WITH  STATE  LAWS  AND  POLICIES. 

B.  PROVIDE  TRAINING  TO  STAFF  REGARDING  STATE  TRAVEL  LAWS  AND 
POLICIES. 

Response:  A.  We  concur.  Accounting  and  Management  Support  Division,  which  is 
responsible  for  reviewing  travel  expense  vouchers  prior  to  reimbursement  through  the 
payroll  system,  has  developed  a  checklist  to  assure  adequate  review  in  areas  of 
special  concern  such  as  travel  expense  voucher  signed  by  supervisor,  appropriate 
receipts,  review  of  mileage  calculation,  and  high-cost  hotel  approval.  Travel  expense 
vouchers  without  adequate  support  or  required  information  will  be  returned  to  their 
respective  divisions  for  correction  prior  to  reimbursement. 

B.  We  concur.  The  Accounting  and  Management  Support  Division  will  provide  training 
regarding  the  new  Montana  Operations  Manual's  travel  policy  to  each  of  its  10 
divisions. 
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RECOMMENDATION  #20:  WE  RECOMMEND  THE  DEPARTMENT  REVIEW  AND 
REVISE  ITS  INVENTORY  ACCOUNTING  PROCEDURES  TO  ENSURE  PROPER  AND 
CONSISTENT  ACCOUNTING  FOR  INVENTORY. 

Response:  We  concur.  We  will  review  our  accounting  procedures  and  develop 
controls  to  improve  inventory  accountability. 

RECOMMENDATION  #21:  WE  RECOMMEND  THE  DEPARTMENT  ENSURE  COSTS 
ALLOCATED  TO  PROPERTY  AND  SUPPLY  BUREAU  PROGRAMS  ARE 
ALLOCATED  IN  ACCORDANCE  WITH  STATE  POLICY. 

Response:  We  concur.  We  will  periodically  review  personal  services  allocations  to 
ensure  costs  are  allocated  properly. 

RECOMMENDATION  #22:  WE  RECOMMEND  THE  DEPARTMENT: 

A.  ENSURE  INTEREST  CALCULATIONS  ARE  PROPER. 

B.  RECALCULATE  THE  AMOUNT  OF  INTEREST  OWED  TO  OR  DUE  FROM  THE 
FEDERAL  GOVERNMENT  FOR  FISCAL  YEARS  1995-96  AND  1996-97. 

Response:  A.  We  concur.  We  will  review  Cash  Management  Improvement  Act 
regulations  on  calculation  of  interest  with  staff  involved  in  the  calculation  process  to 
ensure  interest  calculations  are  done  properly. 

B.  We  concur.  Interest  owed  to  or  due  from  the  Federal  Government  will  be 
recalculated  for  Fiscal  Years  1996  and  1997  and  submitted  with  the  Fiscal  Year  1998 
calculations  per  the  request  of  Department  of  Treasury. 

RECOMMENDATION  #23:  WE  RECOMMEND  THE  DEPARTMENT: 

A.  ENTER  INTO  A  WRITTEN  AGREEMENT  WITH  EACH  AGENCY  THAT  IS 
SUPPLYING  FEDERAL  FUNDS  FOR  A  PROJECT  THAT  OUTLINES  WHO  IS 
RESPONSIBLE  FOR  ENSURING  COMPLIANCE  WITH  FEDERAL  REQUIREMENTS. 

B.  VERIFY  WHETHER  A  CONTRACTOR  IN  A  FEDERALLY  FUNDED  PROJECT  HAS 
BEEN  DEBARRED  OR  SUSPENDED  PRIOR  TO  FINALIZING  CONTRACTS. 

C.  INCLUDE  A  STATEMENT  IN  FEDERALLY  FUNDED  CONSTRUCTION 
PROJECTS  THAT  SPECIFIES  STATE  PREFERENCES  DO  NOT  OVERRIDE 
FEDERAL  REQUIREMENTS. 
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Response:  A.  We  concur.  We  will  review  our  procedures  with  agencies  supplying 
federal  funds  for  a  project  and  develop  a  process  to  ensure  compliance  with  federal 
requirements. 

B.  We  concur.  This  recommendation  has  been  implemented.  On  federally  funded 
projects,  the  Division  requires  contractors  to  submit  certification  with  their  bid  stating 
they  are  not  debarred.  Further,  the  Division  reviews  the  debarment  list  on  the  Internet 
as  provided  by  the  General  Services  Administration. 

C.  We  concur.  This  recommendation  has  been  implemented. 

RECOMMENDATION  #24:  WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 
PROCEDURES  TO  ENSURE  ALL  FEDERAL  FINANCIAL  ASSISTANCE  IS 
REPORTED  ON  THE  SCHEDULE  OF  FEDERAL  FINANCIAL  ASSISTANCE. 

Response:  We  concur.  Information  as  to  receipt  of  federal  financial  assistance  will  be 
requested  from  each  division  within  Department  of  Administration  on  a  yearly  basis  by 
the  Accounting  and  Management  Support  Division  for  input  into  the  Schedule  of 
Federal  Financial  Assistance. 

RECOMMENDATION  #25:  WE  RECOMMEND  THE  DEPARTMENT  CONTINUE 
WORKING  WITH  STATE  AGENCIES  TO  ENSURE  CAPITAL  BUILDING  PROJECTS 
ARE  RECORDED  IN  ACCORDANCE  WITH  STATE  LAW  AND  POLICY. 

Response:  We  concur.  The  Department  of  Administration,  Accounting  and 
Management  Support  Division,  issued  an  updated  management  memo  on  recording 
capital  building  projects  in  September  1997,  which  moved  the  responsibility  for 
establishment  of  the  capital  projects  fund  from  agencies  to  the  Architecture  and 
Engineering  Division. 

The  Office  of  Budget  and  Program  Planning  and  Legislative  Fiscal  Division  recently 
expressed  concern  that  tracking  the  funding  source  of  those  projects  will  create  extra 
work  for  their  offices  and  other  agencies.  The  Department  is  working  with  the 
Legislative  Audit  Division  to  find  a  solution  to  the  problem  that  would  be  in  compliance 
with  Generally  Accepted  Accounting  Principles  (GAAP)  while  alleviating  agencies' 
concerns  about  additional  workload. 

RECOMMENDATION  #26:  WE  RECOMMEND  THE  DEPARTMENT  WORK  WITH 
THE  OFFICE  OF  THE  COMMISSIONER  OF  HIGHER  EDUCATION  TO  ENSURE 
CONSISTENT  CLASSIFICATION  OF  FLEXIBLE  SPENDING  PLANS  ON  THE 
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Response:  We  concur.  This  recommendation  has  been  implemented.  Accounting  and 
Management  Support  Division  personnel  met  with  staff  from  the  Office  of  the 
Commissioner  of  Higher  Education  (OCHE)  to  advise  them  of  the  change  of  the  flexible 
spending  plan  from  an  internal  service  fund  to  enterprise  fund.  In  the  future,  any 
changes  made  to  the  Department's  flexible  spending  plan  will  be  conveyed  to  OCHE 
Education  staff. 

RECOMMENDATION  #27:  WE  RECOMMEND  THE  DEPARTMENT  DETERMINE  THE 
OWNERSHIP  OF  SURPLUS  PROPERTY  AND  RECORD  AMOUNTS  PAYABLE  TO 
THE  GENERAL  FUND  OR  OTHER  FUNDS  IN  ACCORDANCE  WITH  STATE 
ACCOUNTING  POLICY. 

Response:  We  concur.  We  will  research  the  proper  method  of  accounting  for  surplus 
property  received  from  other  agencies. 

RECOMMENDATION  #28:  WE  RECOMMEND  THE  DEPARTMENT  RECORD  THE 
VOCATIONAL-TECHNICAL  EDUCATION  LEVIES  IN  THE  GENERAL  FUND  AT  THE 
OFFICE  OF  THE  COMMISSIONER  OF  HIGHER  EDUCATION  TO  FACILITATE 
MONITORING  OF  DISBURSEMENT  RESTRICTIONS  IN  STATE  LAW. 

Response:  We  concur.  We  will  remove  the  Department  of  Administration  as  the 
"record  for"  agency  on  the  County  Collection  Reports  for  vocational-technical  education 
levy  revenues  and  insert  the  Office  of  the  Commissioner  of  Higher  Education  in  its 
place.  The  vocational-technical  education  levies  will  then  appear  on  the  Office  of  the 
Commissioner  of  Higher  Education's  financial  statements. 

RECOMMENDATION  #29:  WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 
PROCEDURES  TO  ENSURE  THE  BANKS  AND  BANK  ACCOUNT  AMOUNTS  ARE 
PROPERLY  RECORDED  ON  SBAS,  AND  DEVELOP  PROCEDURES  TO 
ACCURATELY  ACCOUNT  FOR  CUSTODIAL  ACCOUNTS  TO  ENSURE  BANK 
COLLATERALIZATION  IS  ADEQUATE. 

Response:  We  concur.  The  Department  of  Administration  has  developed  a  procedure 
whereby  the  Treasury  Unit  will  receive  a  copy  of  every  request  to  increase  an  imprest 
cash  account  by  $50,000  or  more.  When  the  Treasury  Unit  receives  this  copy,  it  will 
contact  the  appropriate  bank  to  ensure  adequate  bank  collateralization  is  in  place. 

On  a  periodic  basis,  Treasury  Unit  personnel  will  call  certain  state  agencies  who  have 
bank  accounts  outside  SBAS  to  ensure  the  bank  recorded  on  SBAS  is  actually  the  bank 
currently  used  by  that  state  agency  for  deposits. 

Page  C-12 


Scott  A.  Seacat 
March  9,  1998 
Page  1 1 

RECOMMENDATION  #30:  WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 
PROCEDURES  TO  ENSURE  RESPONSIBILITIES  FOR  THE  TERMINATION  OF 
AGENCIES  ARE  MET  IN  COMPLIANCE  WITH  SECTION  2-19-102,  MCA. 

Response:  We  concur.  In  the  future,  the  Department  will  follow  the  procedures 
outlined  in  Management  Memo  2-77-9A  for  termination  of  agencies. 

RECOMMENDATION  #31:  WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 
PROCEDURES  TO  ENSURE  EMPLOYEES  ARE  NOTIFIED  ABOUT  THE 
DISCLOSURE  REQUIREMENTS  UNDER  THE  STATE  ETHICS  LAW. 

Response:  We  concur.  In  April  1997,  each  employee  received:  (1)  a  brochure 
highlighting  the  conduct  standards  and  ethical  principles  that  apply  to  state  employees, 
and  (2)  the  Department's  personnel  policy  outlining  rules  of  conduct  and  department 
standards.  We  will  also  explore  other  ways  to  inform  employees  of  disclosure 
requirements. 

RECOMMENDATION  #32:  WE  RECOMMEND  THE  DEPARTMENT  DEVELOP  AND 
IMPLEMENT  DOCUMENTATION  STANDARDS  FOR  THE  STATE  FUND  COST 
ALLOCATION  PLAN. 

Response:  We  concur.  Adequate  documentation  standards  are  currently  in  place  for 
the  FY98/99  State  Fund  Cost  Allocation  Plan. 

RECOMMENDATION  #33:  WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH 
STATE  LAW  AND  MAINTAIN,  EITHER  DIRECTLY  OR  THROUGH  WRITTEN 
DELEGATION,  ALL  STATE  BUILDINGS  WITHIN  THE  STATE  CAPITOL  AREA. 

Response:  We  concur.  The  Department  has  delegated  by  written  agreement  to 
certain  agencies  the  authority  to  maintain  their  facilities.  The  Department  will 
coordinate  with  other  users  of  facilities  within  the  ten-mile  radius  that  are  not  now 
maintained  by  the  Department  and  detennine  which  should  be  under  the  direct  control 
of  the  Department  and  which  should  be  delegated  to  the  agency.  In  those  cases  in 
which  delegation  is  the  most  cost  effective  way  to  maintain  the  facility,  a  written 
agreement  will  be  executed  to  delegate  maintenance  authority.  To  ensure  that  these 
buildings  are  adequately  maintained,  the  Department  will  conduct  periodic  inspections. 
Responsibility  for  ensuring  that  buildings  are  not  allowed  to  deteriorate  will  remain  with 
the  Department. 
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We  appreciate  the  opportunity  to  work  with  your  staff  on  these  issues. 

Sincerely, 

LOIS  MeWiES 
Director 
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